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Preface

Micro Small and Medium Enterprises (MSME) sector is the backbone of the 
Indian economy providing 11 crores employment and 28 percent share in 
national GDP. Giving due cognizance to its importance, the Government of 
India, particularly since last six years, has given special focus on promotion 
of competitiveness in the sector which has yielded positive results. The 
Government is further expecting the sector to become a torch bearer in the 
fulfilment of national policy objective to make India a US $ 5 trillion economy.
Accordingly, the Ministry of MSME, Government of India intends to provide an 
enabling environment to MSME sector to further generate another 50 million 
jobs and increase total productivity to US $ 2.5 trillion by the year 2025.

It is in this context, that Ministry of MSME decided to review the Act with respect 
to higher productivity and competitiveness in the sector and constituted a 
working group to deliberate on the subject and suggest corrective measures 
taking into account various reports and studies available on the subject including 
the most recent report of Shri U.K. Sinha Committee of RBI (Reserve Bank of 
India).

The working group met twice on 14th January, 2020 and 26th February, 2020 
wherein members provided useful insights on the issues and deliberated on 
the specific measures to be identified for modifications in the Act. In addition, 
a World Bank mission visiting India on the MSME issues also had detailed 
discussion at IIPA. Further, I had several meetings with the senior officials in the 
Ministry, industry leaders and other professionals.

This report presents a comprehensive gist of these combined efforts to 
brainstorm on the issue and point out areas of modification. These include 
definition, registration, minimising delayed payment and ease of doing 
business. I am thankful to each of the members of working group, officials in the 
Ministry of MSME particularly Dr. A.K. Panda, IAS, Secretary, MSME and Shri Ram 
Mohan Mishra, IAS, Special Secretary and Development Commissioner, MSME 
and their senior colleagues, Members of Association of MSMEs who provided 
their views on the subject. I am sure that this report provides a set of points for 
modification in the Act and gives the option to the government to firm up its 
approach on the subject. I am grateful to My IIPA team led by Prof. K.K. Pandey, 
Prof. Geethanjali Nataraj, Dr. Sachin Chowdhry and Dr. Sapna Chadah for the 
valuable contribution. The report is an important resource material to further 
deliberate on the subject. 

(S.N. Tripathi) 
Director, IIPA
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1 
Introduction

The Ministry of Micro Small & Medium Enterprises (herein after MoMSME)  constituted 
a Working Group to study the need for changes in Micro, Small and Medium Enterprises 
Development Act, 2006 (MSMED Act, 2006) under the chairmanship of Shri S.N. 
Tripathi, IAS, and  to deliberate on MSMED  Act, 2006 to address a long pending demand 
to promote competitiveness among MSME. (Annexure I) 

It was noted that MSMED was a comprehensive enactment to promote entrepreneurship 
culture in the country by promoting enterprises for job creation and gainful employment 
of a vast majority of skilled and unskilled workers at the lowest possible price. Since 
2004 lot of changes have occurred in the manufacturing landscape which compels us to 
revisit the Act to address the respective issues. 

Box-1 
MSMED 2006 and its follow up

The Government of India, since the beginning of this century has initiated steps 
to stimulate productivity of the sector with creation of Ministry of MSME in 2004 
and enactment of MSMED Act 2006, the first major step of its kind. The Act 
brought together the focus on tiny, cottage, traditionally grouped under small 
scale industries and paved way for investment-based definition of MSME in the 
manufacturing & services sectors. Government of India has taken several steps to 
strengthen MSME sector in recent years, which include (i) MUDRA Loans with 
over US$ 50 billion disbursement, (ii) online portal for facilitating payment under 
SAMADHAN and web based MSME data bank, (iii) 50% fee reduction, (iv) financial 
support for ZERO DEFECT ZERO EFFECT (ZED) manufacturing. Definition of 
MSMEs, access to finance, global and domestic markets, lack of R&D and modern 
& affordable technologies, lack of exclusive marketing platform and distribution 
network, affordable skilled labour and revised labour laws are other key issues 
which need suitable attention and actions at different levels of government. It is 
in this context that MSMED Act needs further attention for suitable modification.

It was reinforced by the Ministry that the role of MSME in the Indian Economy is critical 
and decisive to achieve national objectives of economic development particularly the 
expansion of economy at US$ 5 trillion by 2024.

The working group included members of MSME associations and senior functionaries 
of Ministry of MSME.

The working group deliberated on the subject in the two meetings (first meeting and 
second meeting held at IIPA on 14th January and 26 February 2020 respectively). The 
two meetings discussed the reasons causing the need for modifications in the Act and 
identified points which need suitable modification or addition in the Act.

The working group gave due cognizance to the policy agenda of NDA Government 
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while suggesting 
modifications and 
additions in the Act.
IIPA team involved in 
the working group gave 
due cognizance to the 
valuable suggestions 
and prepared a section-
wise break up of 
modification proposed 
to be made in MSMED 
Act, 2006. These 
r e c o m m e n d a t i o n s 
are arranged in next 
chapter of the report.

The Modifications as 
per (5) above are in 
line with Sabka Saath, 
Sabka Vikas and Sabka 
Vishwas.

 y Sabka Saath – 
Definition and 
Registration of 
enterprise to get 
MSMEs along with 
the mainstream 
economy as part of 
local and regional 
value-chains.

 y Sabka Vikas-Ease 
of Doing Business 
–Extension of 
suitable opportunities to grow-special role by Sambandh to buy products on a 
priority basis.

 y Sabka Vishwas –Grievance Resolution- Samadhaan portal to be made more efficient 
and effective. 

The three points as above indicate a three-pronged process of REFORM, TRANSFORM 
& PERFORM. These steps also lead to minimum government and maximum governance.

Proposed Modifications in the MSMED Act are divided in 12 categories. These categories 
include (i) Classification of Enterprises, (ii) Registration of MSMEs, (iii) National Board 
for MSME, (iv) Reference to MSEFC (v) Procedure for Clearance (vi) Exemption Clause  
(vii) Priority in Liquidation Proceedings (viii) Use of Information Utility under IBC 
(ix) Online Grievance Redressal/Complaint Resolution Mechanism (x) Model Law for 
States (xi) Institutional Arrangements for Ease of Doing Business and (xii) Knowledge 
Management.

1st Meeting of the Working Group at IIPA on 14th January, 2020

2nd Meeting of the Working Group at IIPA on 26th February, 2020
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1st Meeting of the Working Group at IIPA on 14th January, 2020

2
Classification of Enterprises

2.1 Present Scenario
Section 7 of MSME Act, 2006 provides for classification of enterprises based on 
investment. Section 7 Classification of enterprises -(1) Notwithstanding anything 
contained in section 11B of the Industries (Development and Regulation) Act, 1951 (65 
of 1951),the Central Government may, for the purposes of this Act, by notification and 
having regard to the provisions of sub-sections (4) and (5), classify any class or classes of 
enterprises, whether proprietorship, Hindu undivided family, association of persons, co-
operative society, partnership firm, company or undertaking, by whatever name called,-

(a) in the case of the enterprises engaged in the manufacture or production of 
goods pertaining to any industry specified in the First Schedule to the Industries 
(Development and Regulation) Act, 1951 (65 of 1951), as—

(i) a micro enterprise, where the investment in plant and machinery does not 
exceed twenty-five lakh rupees;

(ii) a small enterprise, where the investment in plant and machinery is more 
than twenty-five lakh rupees but does not exceed five crore rupees; or

(iii) a medium enterprise, where the investment in plant and machinery is more 
than five crore rupees but does not exceed ten crore rupees;

(b) in the case of the enterprises engaged in providing or rendering of services, as—

(i) a micro enterprise, where the investment in equipment does not exceed ten 
lakh rupees;

(ii) a small enterprise, where the investment in equipment is more than ten lakh 
rupees but does not exceed two crore rupees; or

(iii) a medium enterprise, where the investment in equipment is more than two 
crore rupees but does not exceed five crore rupees.

2.2 Recommendation of Working Group
(i) Manufacturing and Service sector of MSMEs should be considered at par. 

(ii) Both Turnover and Employment should be taken as criteria in classification of 
MSMEs. This will encourage employment generation in the MSME sector. 
However, the Central Government may fix either employment or turnover or 
both as criteria for different sectors of economy based on labour and capital 
intensity. 

(iii) Micro-enterprise: Upto 9 employees and up to 5 Crore annual turnover

(iv) Small enterprise: Upto 49 employees and annual turnover is more than five crore 
rupees but does not exceed Rs 75 crore 

(v) Medium-sized enterprise: Upto 249 employees and annual turnover is more than 
seventy-five crore rupees but does not exceed Rs 250 crore.
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(vi) The ceilings indicated in the table 1 are to be regarded as maximum values. The 
Central government may fix lower ceilings for employment or turnover or both 
for specified sectors. The turnover ceiling refers to enterprises engaged in very 
different types of economic activity. In order not to restrict unduly the usefulness 
of applying the definition, it should be updated to take account of changes in both 
prices and productivity.

(vii) Additionally, the Central Government may, by notification, vary turnover limits 
or employee limits or both or add any other criteria like investment in plant and 
machinery for a sector or a class of sectors as the case may be to promote small 
business  eco-system However, turnover limits, which shall not exceed thrice the 
limits specified in Section 7 of the MSMED Act.

2.3 Justification
(i) The MSMED Act, 2006 has provided the legal framework for identifying the 

concept of ‘enterprise’ which includes entities both in manufacturing and service 
sectors and has categorized the enterprises into three tiers viz., Micro, Small 
and Medium. Currently, the classification of MSMEs is done based on investment 
in plant & machinery/equipment in accordance with the provision of Section 7 
of MSMED Act, 2006. MSMED Act (Section 7) classifies the Micro, Small and 
Medium Enterprises (MSMEs) on the basis of investment in plant and machinery 
for manufacturing units, and investment in equipment for service enterprises. The 
criterion of investment in plant and machinery stipulates self-declaration which in 
turn entails verification if deemed necessary and leads to transaction costs.

(ii) The definition of an enterprise, based on investment limits in plant and machinery/ 
equipment were decided when the Act was formulated in 2006 and does not 
reflect the current increase in price index of plant and machinery / equipment 
more over need not be frozen in time for any category of enterprise. Furthermore, 
MSMEs due to their informal and small scale of operations often do not maintain 
proper books of accounts and hence find it difficult to get classified as MSMEs 
even as per the current definition. The price of machineries and equipment has 
increased substantially over the years.

(iii) According to the World Bank definition, a business is classified as MSME when it 
meets two of the three criteria viz., employee strength, assets size, or annual sales. 
The nature of machineries, the customer quality requirements and environmental 
and other compliance requirements have become very complex. The latest 
technologies like robotics, automation and artificial intelligence etc. are very costly.  

(iv) MSMED (Amendment) Bill, 2018 has Proposed turnover as the criteria for 
classification of enterprises. Taking turnover as a criterion can be pegged with 
reliable figures available e.g. in GST Network and other methods of ascertaining 
which will help in having a non-discretionary, transparent and objective criteria 
and will eliminate the need for inspections, make the classification system 

                               Table 1

Enterprise category Number of Employees Turnover
Medium-sized < 250 ≤ 250 crore
Small < 50 ≤ 75 crore
Micro < 10 ≤ 5 crore



11  MSMED Act, 2006: Report

progressive and evolutionary, help in overcoming the uncertainties associated 
with the classification based on investment in plant and machinery/equipment and 
employment, and improve the ease of doing business. 

(v) In addition, the amendment was supposed to provide flexibility to the Government 
to fine-tune the classification of MSMEs in response to changing economic 
scenario without resorting to the amendment of MSMED (Micro, Small & Medium 
Enterprises Development) Act. The change in the norms of classification will 
enhance the ease of doing business. The consequent growth will pave the way for 
increased direct and indirect employment in the MSME sector of the country.

(vi) Section 7 of the Micro, Small and Medium Enterprises Development (MSMED) 
Act, 2006 was accordingly proposed to be amended to define units producing 
goods and rendering services in terms of annual turnover as follows:

(a) A micro enterprise will be defined as a unit where the annual turnover does 
not exceed five crore rupees;

(c) A small enterprise will be defined as a unit where the annual turnover is more 
than five crore rupees but does not exceed Rs 75 crore;

(b) A medium enterprise will be defined as a unit where the annual turnover is 
more than seventy-five crore rupees but does not exceed Rs 250 crore.

(d) Additionally, the Central Government may, by notification, vary turnover 
limits, which shall not exceed thrice the limits specified in Section 7 of the 
MSMED Act.Incidentally, the Central Government did enjoy such powers 
to make suitable changes in the criterion to classify an enterprise engaged 
in manufacturing or service sector or a village enterprise including tiny ones 
without requiring legislative sanctions.

2.4 Justification for adopting criteria based on  
 employment and turnover
(i) For ease of doing business and to prevent stunting the definition of an enterprise 

needs dynamic and promotional-bias. The MSMED ACT may prescribe a 
framework for defining an enterprise or a class of enterprises, but the Central 
Government must have flexibility to suitably modify / add or vary any such criteria 
to promote entrepreneurship in the country. In the entrepreneurial ecosystem 
where start-ups are joining global value chains at will, wait and watch limitation 
may be restrictive and promote stunting of enterprises and may not promote 
growth by design. The criterion of number of employees remains undoubtedly one 
of the most important, and must be observed as the main criterion; introducing a 
financial criterion is nonetheless a necessary adjunct in order to grasp the real scale 
and performance of an enterprise and its position compared to its competitors. 
However, it would not be desirable to use turnover as the sole financial criterion, 
in particular because enterprises in the trade and distribution sector have by their 
nature higher turnover figures than those in the manufacturing sector. 

(ii) The issue of revision of criteria of defining an enterprise has been carefully studied 
by various Committee(s) appointed by Government including written suggestions 
from Banks and Reserve Bank of India. The RBI Expert Committee has favoured 
the idea of redefining enterprises to promote growth and tackle the bigger 
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problem of realisation of sale proceeds and delayed payment and credit issues. 

(iii) The non-applicability of certain provisions like delayed payments to medium 
enterprises even in the MSMED Act is not serving any greater purpose except 
undesirable exclusion. In almost all cases it’s the medium enterprises that do 
maximum business and have interest in encouraging micro and small enterprises 
to join regional and/ or sectoral value-chains. The auto sector is an example where 
the entire value chain has encouraged even tiny, micro and small enterprises to 
grow 360 degree and both horizontally and vertically as innovation and quick 
adopting of technology has facilitated it. 

(iv) Some of the sectors are labour intensive like those engaged in providing security 
services while in some sectors are capital intensive the turnover may be more and 
employment may be minimal like gems and jewellery sector. Therefore, defining 
MSMEs on both the criteria becomes important as it takes care sectoral variations. 

(v) Industries (Development and Regulation) Act 1951 do have clear provisions that 
enable Central Government to classify any class of enterprises by notification only. 
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3
Registration of MSMEs

3.1 Present Scenario
At present the registration of enterprise, except Medium enterprises engaged in 
manufacturing, is discretionary. Section 8 of MSMED Act, 2006 provides for legal 
position w.r.t. registration of enterprises.

Section 8 Memorandum of Micro, Small and Medium Enterprises—

1. Any person who intends to establish—

a) a micro or small enterprise, may, at his discretion; or

b)  a medium enterprise engaged in providing or rendering of services may, at his 
discretion; or

c) a medium enterprise engaged in the manufacture or production of goods 
pertaining to any industry specified in the First Schedule to the Industries 
(Development and Regulation) Act, 1951 (65 of 1951), shall file the 
memorandum of micro, small or, as the case may be, of medium enterprise 
with such authority as may be specified by the State Government under sub-
section (4) or the Central Government under sub-section (3):

Provided that any person who, before the commencement of this Act, established—

a)  a small-scale industry and obtained a registration certificate, may, at his 
discretion; and

b) an industry engaged in the manufacture or production of goods pertaining to 
any industry specified in the First Schedule to the Industries (Development and 
Regulation) Act, 1951 (65 of 1951), having investment in plant and machinery 
of more than one crore rupees but not exceeding ten crore rupees and, in 
pursuance of the notification of the Government of India in the erstwhile Ministry 
of Industry (Department of Industrial Development) number S.O. 477(E), 
dated the 25th July, 1991 filed an Industrial Entrepreneur’s Memorandum, 
shall within one hundred and eighty days from the commencement of this 
Act, file the memorandum, in accordance with the provisions of this Act.

2. The form of the memorandum, the procedure of its filing and other matters 
incidental thereto shall be such as may be notified by the Central Government after 
obtaining the recommendations of the Advisory Committee in this behalf.

3. The authority with which the memorandum shall be filed by a medium enterprise 
shall be such as may be specified, by notification, by the Central Government.

4. The State Government shall, by notification, specify the authority with which a 
micro or small enterprise may file the memorandum.

5. The authorities specified under sub-sections (3) and (4) shall follow, for the purposes 
of this section, the procedure notified by the Central Government under sub-section 
(2).
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3.2 Recommendation of Working Group
Registration of micro, small and medium enterprises. —

 y enterprises irrespective of their category should be encouraged to go for registration 
through online mode based on Aadhar enabled API/ PAN/ Bank Account.

 y Electronically-Know Your Entrepreneur (eKYE) should be introduced.
 y The form of the registration, the procedure of its filing and other matters incidental 

thereto shall be such as may be notified by the Central Government.
 y The State Government shall, by notification, specify the authority with which a 

micro/small/Medium enterprise may file the memorandum.

3.3 Justification
 y At present, Reliable data in respect of MSMEs continues to pose a challenge. The 

registration will help in creating a reliable data base of the MSMEs functional in 
India.

 y Registration can be made more attractive, so that unorganized sector can be 
motivated to move to organized sector. Presently, MSMEs must do multiple 
registrations with various entities such as Udyog Aadhaar portal, GSTN, NSIC, 
etc. This leads to cumbersome registration process and duplication of efforts. 
Benefits of Registration will be that along with MSME registration, enterprise will 
get a number of other registrations. Following services can be linked with MSME 
registration and provided in one go:
• PAN registration

• GSTN registration

• IU registration

• TReDS registration

• TAN registration

• Online Loan sanctions from multiple banks/ NBFCs

• EPF/ESIC registration

• Shop licenses

• Factory license

• Various other portals of compliance and facilitating websites
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4
National Board for MSME

4.1 Present Scenario
The Chapter II, Section 3 to Section 6 of the MSMED Act, 2006 provides for establishment 
of National Board for Micro, Small & Medium Enterprises (NBMSME). The National 
Board consists of 47 members including Chairman, Vice Chairman and Member 
Secretary in accordance with the Section 3 (1) of MSMED Act, 2006 and NBMSME 
Rules, 2006. The Minister in-charge of Ministry of MSME is ex-officio Chairman of the 
National Board.

Section 3 Establishment of Board — 

1. With effect from such date as the Central Government may, by notification, appoint, 
there shall be established, for the purposes of this Act, a Board to be known as the 
National Board for Micro, Small and Medium Enterprises.

2. The head office of the Board shall be at Delhi.

3. The Board shall consist of the following members, namely: —

(a) the Minister in charge of the Ministry or Department of the Central 
Government having administrative control of the micro, small and medium 
enterprises who shall be the ex officio Chairperson of the Board;

(b) the Minister of State or a Deputy Minister, if any, in the Ministry or Department 
of the Central Government having administrative control of the micro, small 
and medium enterprises who shall be ex officio Vice-Chairperson of the Board, 
and where there is no such Minister of State or Deputy Minister, such person 
as may be appointed by the Central Government to be the Vice-Chairperson 
of the Board;

(c) six Ministers of the State Governments having administrative control of the 
departments of small-scale industries or, as the case may be, micro, small and 
medium enterprises, to be appointed by the Central Government to represent 
such regions of the country as may be notified by the Central Government in 
this behalf, ex officio;

(d) three Members of Parliament of whom two shall be elected by the House of 
the People and one by the Council of States;

(e) the Administrator of a Union territory to be appointed by the Central 
Government, ex officio;

(f) the Secretary to the Government of India in charge of the Ministry or 
Department of the Central Government having administrative control of the 
micro, small and medium enterprises, exofficio;

(g) four Secretaries to the Government of India, to represent the Ministries of 
the Central Government dealing with commerce and industry, finance, food 
processing industries, labour and planning to be appointed by the Central 
Government, ex officio;
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(h) the Chairman of the Board of Directors of the National Bank, ex officio;

(i) the chairman and managing director of the Board of Directors of the Small 
Industries Bank, ex officio;

(j) the chairman, Indian Banks Association, ex officio;

(k) one officer of the Reserve Bank, not below the rank of an Executive Director, 
to be appointed by the Central Government to represent the Reserve Bank;

(l) twenty persons to represent the associations of micro, small and medium 
enterprises, including not less than three persons representing associations of 
women’s enterprises and not less than three persons representing associations 
of micro enterprises, to be appointed by the Central Government;

(m) three persons of eminence, one each from the fields of economics, industry 
and science and technology, not less than one of whom shall be a woman, to 
be appointed by the Central Government;

(n) two representatives of Central Trade Union Organizations, to be appointed 
by the Central Government; and

(o) one officer not below the rank of Joint Secretary to the Government of India in 
the Ministry or Department of the Central Government having administrative 
control of the micro, small and medium enterprises to be appointed by the 
Central Government, who shall be the Member-Secretary of the Board, ex 
officio.

4. The term of office of the members of the Board, other than ex officio members of 
the Board, the manner of filling vacancies, and the procedure to be followed in the 
discharge of their functions by the members of the Board, shall be such as may be 
prescribed:

 Provided that the term of office of an ex officio member of the Board shall continue 
so long as he holds the office by virtue of which he is such a member.

5. No act or proceedings of the Board shall be invalid merely by reason of— 

(a) any vacancy in, or any defect in the constitution of, the Board; or

(b) any defect in the appointment of a person acting as a member of the Board; 
or

(c) any irregularity in the procedure of the Board not affecting the merits of the 
case.

6. The Board shall meet at least once in every three months in a year.

7. The Board may associate with itself, in such manner and for such purposes as it may 
deem necessary, any person or persons whose assistance or advice it may desire 
in complying with any of the provisions of this Act and a person so associated shall 
have the right to take part in the discussions of the Board relevant to the purposes 
for which he has been associated but shall not have the right to vote.

8. Without prejudice to sub-section (7) the Chairperson of the Board shall, for not 
less than two of the meetings of the Board in a year, invite such Ministers of the 
State Governments having administrative control of the departments of small scale 
industries or, as the case may be, the micro, small and medium enterprises, or the 
Administrators of Union territories and representatives of such other associations 
of micro, small and medium enterprises, as he may deem necessary for carrying out 
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the purposes of this Act.

9. It is hereby declared that the office of member of the Board shall not disqualify its 
holder for being chosen as, or for being, a member of either House of Parliament.

4.2. Recommendation of Working Group
1. The National Board may be renamed as National Council for MSME (NC-MSME) .

2. The structure and function of the National Council for MSME (NC-MSME) need to 
be reviewed. The following should be included in the Council: 

(a) All ministers of MSME in States/ UTs -ex-officio Members of National Council 
for MSME (NC-MSME)

(b) As regards the MSME Associations/ Trade Unions are concerned -10 to be 
nominated by State Government as “special invitees”.

(c) Besides RBI, representatives from SIDBI, NABARD and NITI Aayog should 
bepermanent invitee(s).  

3. MSME Board’s life is for 2 years and its working is stopped for a few months, 
due to expiration of 2 years. Hence for uninterrupted working of National Board 
for MSME, it is suggested that provision should be made that board/council will 
continue working till notification constituting new Board is made effective by the 
Government. 

For this, at the end of Section 3(4) it will be added:

“Provided that till new council is constituted by the Govt., the old council will continue 
functioning.”

4. Frequency of meetings of National Council for MSME (NC-MSME) may be need 
-based but not less than twice a year.  (Section 3(6)-Actually, National Board for 
MSME has never met 4 times in a year. In more than 10 years, 9 meetings of the 
National Board for MSME have been held.) 

5. Council / Board to be three tier structure - State Council for MSMEs - The 
State Government shall establish a Council to be known as the State Council for 
MSMEs (SC-MSME) which shall be headed by the Minister in-charge of MSMEs in 
the State Government who shall be its Chairman;

6. The State Government shall establish for every district, a board/ council to be 
known as the District Councilfor MSMEs (DC-MSME)and  the DM / Collector 
of the district (by whatever name called), shall be its Chairman.

4.3.  Justification 
Including the Minister in-charges of MSMEs in the states and the Industry Associations of 
the States in the National Board will give due representation to the states who have the 
major responsibility to promote micro and small enterprises and implement schemes 
and programmes meant for MSMEs. 
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5
Reference to MSEFC

5.1 Present Scenario
To cater to the problem of delayed payment, MSMED Act, 2006 provides for the 
establishment of Micro and Small Enterprises Facilitation Councilby the States under 
Section 20. Under Section 18 a dispute relating to any amount due under Section 17 can 
be referred to Micro and Small Enterprises Facilitation Council.

Section 18 Reference to Micro and Small Enterprises Facilitation Council 

1. Notwithstanding anything contained in any other law for the time being in force, 
any party to a dispute may, with regard to any amount due under section 17, make 
a reference to the Micro and Small Enterprises Facilitation Council.

2. On receipt of a reference under sub-section (1), the Council shall either itself 
conduct conciliation in the matter or seek the assistance of any institution or center 
providing alternate dispute resolution services by making a reference to such an 
institution or center, for conducting conciliation and the provisions of sections 65 to 
81 of the Arbitration and Conciliation Act, 1996 (26 of 1996) shall apply to such a 
dispute as if the conciliation was initiated under Part III of that Act.

3. Where the conciliation initiated under sub-section (2) is not successful and stands 
terminated without any settlement between the parties, the Council shall either itself 
take up the dispute for arbitration or refer it to any institution or center providing 
alternate dispute resolution services for such arbitration and the provisions of the 
Arbitration and Conciliation Act, 1996 (26 of 1996) shall then apply to the dispute 
as if the arbitration was in pursuance of an arbitration agreement referred to in sub-
section(1) of section 7 of that Act.

4. Notwithstanding anything contained in any other law for the time being in force, 
the Micro and Small Enterprises Facilitation Council or the center providing 
alternate dispute resolution services shall have jurisdiction to act as an Arbitrator or 
Conciliator under this section in a dispute between the supplier located within its 
jurisdiction and a buyer located anywhere in India.

5. Every reference made under this section shall be decided within a period of ninety 
days from the date of making such a reference.

5.2 Recommendation of the Working Group 
(i) Changes in MSMED Act are needed to provide more powers to MSE Facilitation 

Councils (FC). Keeping in view the number of cases coming before the FCs more 
FCs are required to be created. Most of the states are having one FC at the state 
level which is not adequate to deal with the number of cases being filed and delay 
and pendency are common feature. To deal with the situation there is need for 
establishing more FCs and if possible/feasible, an FC should be set up in each district. 

(ii) The liability of buyers to make payments may be expanded to cover earnest money, 
security deposit, performance guarantee or any deposit made by an enterprise to 
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or with the buyer as this and such exclusion become reasons for incipient sickness. 

(iii) The exclusion of medium enterprises from delayed payment provisions does not 
have any reasonable justification. 

(iv) With the help of the Facilitation Councils timely disposal of such disputes within 
prescribed time limits may be reviewed from time to time and Central Government 
may be empowered to make necessary changes to make the institutional 
arrangements more effective and efficient. 

(v) Insert - Section 18 Subsection 5. It is proposed to insert the following provision in 
the subsection (5) of section 18 that the Central Government shall have the power 
to decide the time limit for the disposal of such references from time to time.

(vi) Chairman of each Micro & Small Enterprises Facilitation Council will send monthly 
report to the Development Commissioner of MSME of cases remaining pending 
beyond the period of 90 days, with reason of their remaining pending.

5.3 Justification
(i) For recovery of any amount due for goods supplied or services rendered by the 

supplier, the reference has to be made to Facilitation Council (FCs). The existing 
FCs are strong in only some states, not in others. Therefore, adequate changes in 
MSMED Act are needed to provide more powers to FCs. 

(ii) The time has come to empower state governments to make Facilitation Councils 
and enforcement of awards implemented by force of law and with proactive role 
played by district and sub-district level recovery mechanism of government dues. 

(iii) The awards passed by Facilitation Council may be even recovered as arrears of land 
revenue to facilitate entrepreneurship and improve the ranking of enforcement of 
contract as part of ease of doing business development initiative.
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6
Procedure for Clearance

6.1 Present Scenario
At present, the Act does not provide any moratorium from seeking approvals/inspections 
which becomes a barrier in the ease of doing business for MSMEs. There is a need to 
suitably relax the process. Accordingly, a set of modification is required.

6.2 Recommendation of Working Group–
Production First & Permission Later
(i) To promote Ease of Doing Business (EoDB) the procedure for getting clearances 

need to be streamlined including additional provisions in Section 8 to “provide 
exemption from certain approvals and inspections for establishing and running a 
MSME enterprise.

(ii) The Government shall prescribe a Combined Application Form, either in physical 
or electronic format for getting clearances from all concerned departments. All 
Departments and the Competent Authorities concerned shall accept the Combined 
Application Form for processing and issue of required clearances.

(iii) Deemed approval - The Government shall prescribe the clearances in respect of 
which failure of the Competent Authority to pass final orders on the application 
within the prescribed time limit or else shall result in deemed approval.

(iv) The enterprise may proceed to execute the work or take other actions following 
the deemed approval, without contravening any of the provisions of the Acts, rules, 
bye-laws, notifications, standing orders, executive instructions, guidelines and the 
regulations made by the respective Competent Authority concerned for such 
clearances and as per the self-certification furnished by the enterprise under section 
10.

(v) New section may be added to empower Central Government to make Rules 
regarding exemptions, inclusions and waivers of regulatory compliances related to 
MSME sector as per provisions under this Act as also under various Central Acts, 
Orders, and Notifications and Provisions in vogue and issued from time to time with 
overriding effect. This may include exemptions from certain approvals, inspections 
for establishing and operation of an enterprise for a prescribed period with spirit of 
production first and permission later. 

6.3 Justification
(i) This will promote ease of doing business. 
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7
Exemption Clause

7.1 Present Scenario
At present there is no provision of exemption from inspection and approval for MSMEs 
giving intent to initiate business. Some State Legislations like Gujarat Act are having such 
provision.

7.2 Recommendation of Working Group
Where the Government or any authority under it is empowered to exempt any 
enterprises from any approval or inspection or any provisions relating thereto under any 
Central Act, the Government or, as the case may be, any such authority shall, subject 
to the provisions of such Central Act, exercise such powers to grant such exemption to 
an enterprise established in the State for at least a period of three years from the date 
issue of the acknowledgement certificate.

(i) Any entrepreneur who intends to start an enterprise will apply online for ‘Declaration 
of Intent’ and an ‘Acknowledgment Certificate’ will be issued immediately to the 
entrepreneur by the Nodal Agency.

(ii) By putting in place a robust mechanism whereby just filling ‘Declaration of Intent’ 
on the portal the entrepreneur will get Acknowledgment Certificate immediately 
online. 

(iii) The enterprise will be exempted from the approvals and clearances for three years.

(iv) After expiry of three years, the enterprise shall have to obtain required approvals 
within six months. 

7.3 Justification
The State Governments are committed towards creating an investor friendly atmosphere 
in the State. Many steps have been taken by the states in the past few years to promote 
investment and for that it is considered necessary to have a law which shall provide for 
exemption from certain approvals and inspections for establishment and operation of 
the micro, small and medium enterprises in the States. For that purpose, it is necessary 
that legislation (Centre/State) shall have an Exemption clause. This will promote ease of 
doing business. 
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8
Priority in Liquidation Proceedings
8.1 Present Scenario
As the current provisions do not provide for a priority on payments to be made to 
MSMEs. The Act needs suitable modifications in this regard.

8.2 Recommendation of Working Group 
(i) Under the Insolvency and Bankruptcy Code, 2016 MSME dues should be given 

priority over all other unsecured payments after settling dues of employees when a 
company goes into liquidation or approaches NCLT.

(ii) They should be equated to Government dues, and 5 percent allocation under the 
Code should be made for MSMEs. Adequate provision in this regard may be made 
under MSMED Act.

8.3. Justification
(i) In case of liquidation proceedings under IBC the MSMEs being operational creditors 

are at the lowest rung down in the priority list. 

(ii) As per section 3(10) of IBC 2016 - Creditor means “any person to whom a debt is 
owed and includes a financial creditor, an operational creditor, a secured creditor, 
an unsecured creditor and a decree-holder”.

(iii) Operational Creditors have been in the forefront availing the benefits under IBC 
and have filed maximum number of defaults with NCLT.

(iv) Section 53 of IBC, 2016 has established an ordered of priority among creditors, 
which will determine the sequence in which outstanding debts will be repaid. This 
is: -

(a) IRP and liquidation costs;

(b) Workmen’s dues (for 24 months), and secured dues, if the security has been 
relinquished;

(c) Employees dues (for 12 months);

(d) Unsecured financial creditors;

(e) Government dues, and unpaid dues to secured creditor, if the security has 
been realized;

(f) Remaining debts and dues (which include, unsecured operational debts);

(g) Preference shareholders;

(h) Equity shareholders
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9
Use of Information Utility

9.1 Present Scenario
MSMED Act, 2006 at present does not contain any provision relating to use of Information 
Utility.

9.2. Recommendation of Working Group 
At present submission of unpaid invoices are optional for MSME (operational creditors) 
under IBC, 2016. Hence, MSME are not utilizing the Information Utility at the fullest 
fearing black listing by business houses. If submission of unpaid invoices were made 
mandatory after certain days or above some particular amount, then this will be part of 
compliance and MSME would be at ease to upload the unpaid invoices on IU system.

(i) Objective is to bring credit discipline among business houses, else Information Utility 
will broadcast the default alert to all other creditors about non-payment (name and 
shame).

(ii) As per MCA guidelines, companies are mandated to mention outstanding amounts 
payable along with interest to MSME. If all MSME are uploading unpaid invoices, 
MCA/MSME ministry can access the information of companies who are not paying 
MSMEs.

(iii) For better governance, MCA/DPE can issue necessary directives to auditors / CAs / 
CSs of companies to certify that invoices uploaded by operational creditors / MSMEs 
are being authorized by the company.

(iv) Authenticated invoices on IU platform can be shared with TReDS for bill discounting.

(v) Information utility may be used for other relevant uses also.
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10
Online Grievance Redressal/

Complaint Resolution Mechanism
10.1 Present Scenario
MSMED Act, 2006 at present does not have any provision for setting up Online Grievance 
Redressal/Complaint Resolution Mechanism for quick resolution of dispute.

10.2 Recommendation of Working Group 
(i) An electronic/online system is needed where sellers can upload raise grievances / 

complaint on any related issue. The mechanism of resolution should be in place to 
resolve that in a specific period.

(ii) Complainant may authenticate the information or may dispute. Any facilitation 
council /Adjudicating authority to take decisions on it, can access the authenticated 
information stored in Information Utility.
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11
Model Law for States

11.1 Present Scenario
Many states are having different Laws/ ordinances to regulate and promote MSMEs. 
There is no uniformity in these States’ Laws.

11.2 Recommendation of the Working Group
The Central Govt may prepare a model law and circulate among states. The adoption 
of the model law by the state will bring uniformity among all states.

11.3 Justification
 y Many states like Tamil Nadu, Punjab, Gujarat, H. P have enacted state laws to 

facilitate MSMEs to carryout business. The Central Govt should prepare model 
Law based on best practices which can be adopted by all the states.

 y States can adopt the Model law to protect and promote MSMEs in line with the 
overall focus as determined by MSMED Act of India. This will bring uniformity and 
propagate best practices.  
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12
Institutional Arrangements for 

Ease of Doing Business
12.1 Present Scenario
MSMED Act, 2006 at present does not have any provision for ease of doing business. 
The working group feels the need to suggest measures needed for promoting ease of 
doing business.

12.2 Recommendation of Working Group
To provide ease of doing business for MSMEs through: 

a)  State level agency for MSMEs to be headed by an officer as may be notified by the 
state.

b)  The district level nodal agency to be created to work under the overall 
superintendence, direction and control of the State Nodal agency.

c)  There is also a need to have a code outlining the processes to encourage ease of 
doing business.

State Nodal Agency

State nodal agency shall:

a) Coordinate with concerned stakeholders at central and state level,

b)  Coordinate with state agencies, and

c)  Review decisions taken by district nodal agencies.

District Nodal Agency

District nodal agency shall

• have powers as may be assigned by the state nodal agency,

• coordinate with concerned stakeholders within and outside district,

• take up a time bound redressal of grievances, and 

• issue certificate of in principle approval of intent received.

Filing of Declaration of Intent

MSME seeking in principle approval shall furnish a declaration of intent in the prescribed 
format to district nodal agency for:

• In principal approval to be given within 3 working days.

• In principal approval for MSMEs located outside designated areas   to be given within 
15 days in accordance with the procedures as may be prescribed.

Protection on Action taken in good faith

No suit, prosecution or other legal proceedings shall lie against any officer or other 
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employee of the Government or the Nodal agencies or any other competent authority, 
for anything which is done in good faith or intended to be done under the Act for the 
facilitation of Micro, Small and Medium Enterprises.

Approval Procedure to override other laws

The procedures contained in this Act have an overriding effect on different enactments 
with regard to 

a) Municipal Act

b) Municipal Corporation Act

c) Town and Country Planning Act

d) Town Planning and Development Act

e) Factory Building Plan/Act/Rules

f) Registration of Shop and Estate Act.
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13
Knowledge Management

13.1 Present Scenario
MSMED Act, 2006 at present does not have any provision for knowledge management 
committee to promote, guide and educate MSMEs.

This is a new area proposed by working group to streamline management of information 
which includes generation, analysis and dissemination of information for wider use and 
feedback, and also to enable automated response mechanisms.

13.2 Recommendation of Working Group
The Central Government shall, by notification, constitute a Committee on Knowledge 
Management consisting of the following members, namely: -

(i) Development Commissioner, MSME shall be the ex-officio chairperson;
(ii) Not more than six officers, representing six regions, dealing with MSMEs in 

their respective states.
(iii) Not more than six officers from states, representing six regions, possessing 

necessary expertise in matters relating to Digital India;
(iv) Not more than three experts, having domain expertise in, Data Management, 

Cloud, Artificial Intelligence and Data Analytics;
(v) Two representatives each of the association of micro, small and medium 

enterprises, members, ex-officio;
(vi) Joint secretaries to the Government of India dealing with Digital India, Skill 

India, Start-Up India, Stand-Up India, ex-officio.
(vii) Joint Secretary to the Government of India in the Ministry of MSME dealing 

with India Enterprise Portal shall be the Member-Secretary.

13.3 Functions of the Committee
(i) The Committee shall approve the framework of Knowledge Management 

and will guide its continuous improvement.
(ii) It shall meet every six months to assess emerging developments/scenarios and 

prioritize critical issues for Knowledge Management. The Member Secretary 
shall maintain and prioritize list of issues to be discussed in the meeting.

(iii) It shall have overall superintendence over India Enterprise Portal.
(iv) It shall commission studies from time to time for continuous feedback on 

issues relating to Knowledge Management.
(v) It shall also devise a mechanism to take continuous feedback from the states.
(vi) It shall lay down a procedure for the facilitation mechanism between the 

Knowledge Portal and the stakeholders.
(vii) To spread and promote awareness among the enterprises.  

It shall appoint and may call Chief Knowledge Officer, in-charge of the Knowledge Portal 
as and when required.
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Consultation with Industry Associations by FISME on 
the amendments  to be sought in the Micro, Small 

and Medium Enterprises Development (MSMED)  
Act 2006

Viewpoints of Participants -

Chapter I  

Titles, definitions and explanations of terms (Sec 1-2)

Registration of MSMEs under the MSMED Act 2006 should be made  
compulsory

Chairman

Like the previous E M procedure, registration should be in part –I and 
part – II. Part – II should be based on Know Your Entrepreneur as per  
KYC model

Chairman, AIMEA

Existing Entrepreneur linked  with Udyog Aadhar should be allowed to 
set up Start – Ups for different activities / ventures.

eMERG

Chapter II

National Board for MSMEs: constitution & functions  (Sections 3-6) 

National Board for MSME should be restructured in the format of GST 
council with all state Minister of MSME as members and should be ap-
propriately empowered.

Chairman

All leading Federations of MSMEs should be made permanent mem-
bers of MSME Board.

FISME, LUB,  
COSIA, BIA

Chapter III

Classification of Enterprises (Criteria Manufacturing, Services investment limit), Advisory 
Committee and Memorandum of Micro, Small and Medium Enterprises (Sections 7-8) 

Classification  should be based on Turnover and number of Employees. 
There may be no need for separate categorisation of  Manufacturing; 
Service MSMEs.

Chairman ITMA, 
HCCI, FSIA, BIA

Investment in plant and machinery should be a compulsory criteria for 
defining MSMEs to encourage manufacturing.

LUB, CEPC

Existing criteria for defining Micro, Small and Medium Enterprises on 
the basis of investment in plant and machinery is adequate for devel-
opment and growth of MSMEs

LUB

Classification of MSMEs should be based on Turnover as fol-
lowed in most countries. Feasibility of stipulating  additional 
criteria like no. of employees, investment in Plant and Machin-
ery  may also be studied.

FISME  
IDMA

Traders should be barred from obtaining Udyog Aadhar online COSIA
There should be a provision for entering the activity manually in the 
Udyog Aadhar format, if appropriate nomenclature is not available in 
the dropdown menu.

COSIA

Definition of MSMEs should be Turnover based and as per the follow-
ing  criteria ; Micro :upto Rs. 5 crore; ii. Small: between Rs. 5 Crore To 
Rs.25 Crore; Medium : between Rs. 25 Crore to Rs.75 Crore. 

COSIA
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Number of persons employed should also be taken into account to bar 
registration of Traders as Service Enterprises.

COSIA

Activities under ‘Service’ Enterprises need to be broad based and 
elaborated item wise as often issue of Udyog Aadhar is denied due to 
ambiguity about whether an activity is Service or Trade.

HCCI

Existing entrepreneurs having Udyog Aadhar should be allowed to 
launch ‘Start Up’ venture and avail the facilities for Start Ups.

eMERG

Chapter IV

Measures for Promotion, Development and enhancement of competitiveness (Sec 
9-13) :

Infrastructure Development Institutes should be established 
under a new scheme in State /Districts / Cluster level towards 
promotion of MSMEs and providing technical support, marketing 
assistance etc.

Chairman, 
HCCI

Under Public Procurement Policy 25% of total procurements by 
Government departments and PSUs be mandated from manu-
facturing MSMEs

COSIA

Under Public procurement, Bank Guarantees should not be 
insisted from MSME suppliers as this this has a significant cost 
burden. Else bank guarantee should be slashed from 10%, as 
generally asked, to 5% of the contracted amount.

COSIA, CIU, 
ITMA, AICOSMIA

In no case Bank Guarantee duration should be extended beyond 
the original tenure. This causes complete choking of working 
capital flow besides enhancing cost of supply.

CIU

List of items reserved for purchase by Government from micro 
and small enterprises need to be reviewed periodically.

CIU

Procurement by Government departments and PSUs by brand 
/ supplier name should be strictly banned. Also import of items, 
made indigenously by MSMEs should not be allowed.

CIU, FSIA

Electricity generation and distribution companies of states 
should also be compulsorily registered  underTReADS to pro-
vide relief to MSME suppliers from huge Delayed payments

ITMA

PSUs have been mandated by the Government to register on 
TReADS platform.  Railways, Defence and other departments 
with a large MSME supplier base should also be asked to  
register.

AICOSMIA

Chapter V

Delayed payment related provisions for Micro & Small enterprises (15 ~19), setting up 
of  Facilitation Councils by State Govts, their constitution, procedures etc (Sec 20~25)

Along with Small and micro enterprises, Delayed payment to 
Medium Enterprises should also be brought under the purview 
of MSEFC

Chairman

MSEFCs should be made quasi –judicial bodies with retired 
judges in Chair.

HCCI

To overcome unnecessary delays, decisions of MSEFCs to be  
announced within 90 days and all meetings discussions for 
Arbitration be completed within that period as mandated under 
Clause (5)

COSIA

HCCI, ITMA, AIMA
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With the availability of GST Network, the Bill wise payment 
status to MSMEs be tracked and for any delayed payment, input 
credit against the pending  bill  be denied.

LUB, CIU 

Para 19 of the Act stipulates that if the buyer files a case in a 
court of law to set aside the award of the MSEFC; 75% of the 
awarded  amount must be deposited in the court. This should be 
strictly implemented.

HCCI

For Arbitration under MSEFC to address delayed payment, multi 
member Arbitration Board should be allowed.

FSIA

Para 24 stipulates  that Paras 15 to 23 of the Act, have overrid-
ing effects to any law in force. So Limitation Act should not be 
applicable to MSEFC awards so that delays in submission claims 
or implementation of awards are not time barred.

 PHD

To ensure timely implementation of MSEFC awards, steps like, 
freezing of bank account, recovery proceedings under land Rev-
enue Act, should be considered.

COSIA

Buyers be mandated to not  specify contract and arbitration 
clauses in the Purchase Orders  to MSMEs in contravention of 
the Paras 15 to 23 of the Act, which, para 24 stipulates have 
overriding effects to any law in force.

HCCI

If the buyer moves to Insolvency / Bankruptcy  process, the 
pending awards of MSEFC should be dealt as secured loans and 
the affected MSME as a secured creditor.

COSIA

If the buyers goes for Insolvency / Bankruptcy proceeding, at 
least the amount of tax paid by the MSE supplier should be re-
coverable on priority basis.

CIU

There should be provision for uploading multiple invoices against 
one buyer in SAMADHAN portal.

HCCI

Chapter VI

Miscellaneous: Appointment of officers & penalties for contravention: filing of 
memorandum, delayed payments and appointments (Sec 26, 27), Jurisdiction of Courts 
(28), For Rules empowers Central Govt (Sec 29) & State Govts (Sec  30) which must be 
put before the Parliament and Assemblies respectively for specified period and power 
to remove difficulties (sec 31) and to repeal of delayed payment Act 1993 (sec 32).

There should be a separate section in the  Act. On Ease of Doing 
Business under which MSMEs  should be under a single clearance 
system under  all relevant statutes 

Chairman

Exit provision should be available  for entrepreneurs for winding 
up  un-successful  enterprises

Chairman

MSMEs should be allowed to file all statutory returns on self –cer-
tification basis as implemented by Rajasthan Government

RIA

Other Issues raised:

(i)  The existing subsidy on ESI / PF contributions for new workers for  3 years  
should be extended. ( ITMA)

(ii) Second dose of CLCSS subsidy should be available to micro and small 
enterprises after 5 years (RIA).

(iii)  Government should create land bank for immediate allotment for approved 
projects (AICOSMIA)

(iv) There should be systematic nursing  of sick enterprises; it should not be left 
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to banks only. Also the NPA should declared after 180 days default, not after 
90 days. (HCCI, AIMEA)

(v) NIC code should be revised to cover all important activities and be available 
in the drop down menu during Udyog Aadhar registration (BIA, HCCI)

(vi) DICs need to strengthened for providing grassroot support to MSMEs.

(vii) One Time Settlement should be allowed immediately if requested by the 
entrepreneurs (HCCI).

(viii) There should be separate promotional package for  Women entrepreneurs.

(ix) To overcome cash crunch, MSMEs should be allowed to upload invoices on 
GST portal without charging GST. The buyers should pay the GST on reverse 
charge basis nd claim input tax credit for the same. (LUB, CIU, RIA)

(x) GeM should facilitate supply by MSMEs. The present registration system is 
cumbersome and difficult to register (FSIA).

(xi) There may be a separate B2B portal under GeM (Chairman).

(xii) Selling of industrial real estate for setting up a new industry should be 
exempted from capital gains under Income tax Act (PHD).

(xiii) MSMEs registered with Udyog Aadhar, should be exempted from multiple 
registration with NSIC and other PSUs for Government /PSU supplies. (CIU).

(xiv) The rules under  Insolvency Bankruptcy Code for partnership and proprietory 
should be  notified at the earliest for the benefit of large majority of MSMEs 
(BIA, FISME).

(xv) Government should enable efficiency in marketing organisations of central 
departments and States  for efficient marketing of MSME products. (CIU).

(xvi) The existing RBI stipulation to banks for compulsory  third party rating of 
borrowers  for loans above Rs. 5 Crore should be immediately withdrawn and 
instead, the banks should be allowed to do their in house rating of borrowers. 
(FISME, CIU, ITMA)

Abbreviations:

Chairman -  Mr. S. N  Tripathi, Director, IIPA and Chairman of the committee constituted 
for recommending amendments  required  in the Micro, Small and Medium Enterprises 
Development (MSMED) Act 2006.

AICOSMIA – All India Confederation of Small and Medium Enterprises

AIMA – All India Manufacturers’ association

AIMEA – All India Manufacturers’ and Exporters’ association

BIA – Badli Industrial Area Entrepreneurs’ Association

CEPC – Carpet Export Promotion Council

COSIA – Chamber of Small Industry Association

CIU – Chamber of Industries, Udyog Vihar,  Gurgaon

HCCI – Haryana Chamber of Commerce and Industry

eMERG – Engineering Manufacturing Entrepreneurs’ Resource Group

FISME – Federation of Micro, Small and Medium Industries Associations
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FSIA – Faridabad Small Industries Association

IDMA – Indian Drug Manufacturers’ Association

ITMA – Indian Transformer manufacturers’ Association

LUB – Laghu Udyog Bharati

PHD –  PHD Chamber of Industry and Commerce 

RIA – Rajasthan Industries Association
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Consultation with Industry Associations by 
FISME Chapterwise On 4th February, 2020, on the 

amendments  to be sought in the Micro, Small and 
Medium Enterprises Development (MSMED)  

Act 2006

Summary of Chapter- wise Recommendations:

Chapter I  

Titles, definitions and explanations of terms (Sec 1-2)

Registration of MSMEs under the MSMED Act, should continue to be voluntary and 
option be left to the entrepreneurs to register and derive the benefits under the Act.

Classification of MSMEs should be based on Turnover as followed in most countries. 

The present categorisation of MSMEs under the Act, viz., Industry, Service etc. may be 
continued to deliver benefits under sector specific  policies and programs.

Existing entrepreneurs with Aadhar Number linked to Udyog Aadhar, should be allowed 
to launch  Start – Ups and avail benefits announced by the Government.

Chapter II

National Board for MSMEs: constitution &functions  (Sections 3-6) 

The  National Board for MSMEs should be restructured in the format of GST council, 
with a permanent secretariat, an interactive portal for online deliberations on the issues 
under consideration etc. It should be a think tank like NITI Aayog for MSMEs and should 
have meetings  at regular intervals, say, once in a month. 

Chapter III

Classification of Enterprises (Criteria Manufacturing, Services investment limit), Advisory 
Committee and Memorandum of Micro, Small and Medium Enterprises (Sections 7-8) 

Section 7 of the Micro, Small and Medium Enterprises Development (MSMED)  Act, 
2006 be amended to define units producing goods in terms of annual turnover as follows:

A micro enterprise  be defined as a unit where the annual turnover does not exceed 5 
crore rupees;

A small enterprise be defined as a unit where the annual turnover is more than 5 crore 
rupees but does not exceed Rs. 75 crore;

A medium enterprise be defined as a unit where the annual turnover is more than 75 
crore rupees but does not exceed Rs. 250 crore.

For Enterprises rendering services the different categories may be defined, in terms of 
turnover as follows:

A micro enterprise  be defined as a unit where the annual turnover does not exceed 2.5 
crore rupees;

A small enterprise be defined as a unit where the annual turnover is more than 2.5 crore 
rupees but does not exceed Rs. 40 crore;

A medium enterprise be defined as a unit where the annual turnover is more than 40 
crore rupees but does not exceed Rs. 150 crore.
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Chapter IV

Measures for Promotion, Development and enhancement of competitiveness (Sec 9-13) :

Government should  earmark funds for demand driven activities for development of 
MSMEs.

Under Public procurement, Bank Guarantees should not be insisted from MSME 
suppliers as these  have  significant cost burdens. While allowing guarantees provided 
by insurance companies will be an ideal solution, one time Lump Sum BG can also be 
considered.

Government should announce a  public procurement policy at the earliest, removing (a) 
L1 system of tender approval, (b) encouraging supplies by multinationals with the plea 
of Made in India and other conditionalities favouring the public procuring agencies.

In no case Bank Guarantee duration should be extended beyond the original tenure. 
This causes complete choking of working capital flow besides enhancing cost of supply.

Procurement by Government departments and PSUs by brand / supplier name should 
be strictly banned. Also import of items, made indigenously by MSMEs should not be 
allowed.

Electricity generation and distribution companies of states should also be compulsorily 
registered  underTReDS to provide relief to MSME suppliers from huge Delayed 
payments. 

PSUs have been mandated by the Government to register on TReDS platform.  Railways, 
Defence and other departments with a large MSME supplier base should also be asked 
to register. Corporates should also be compelled as they are avoiding registration on 
TReDS on the one hand and  using it for trading own Bills on the other?

Chapter V

Delayed payment related provisions for Micro & Small enterprises (15 ~19), setting up of  
Facilitation Councils by State Govts, their constitution, procedures etc (Sec 20~25)

MSEFCs should be made quasi –judicial bodies with retired judges in Chair.

Along with Small and micro enterprises, delayed payment to Medium Enterprises should 
also be brought under the purview of MSEFC.

To overcome unnecessary delays, decisions of MSEFCs on delayed payments, to be 
announced within 90 days and all meetings, discussions for Arbitration be completed 
within that period as mandated under Clause (5).  Also the  time taken by Facilitation 
Councils in deciding each issue be monitored at DC, MSME level. National MSME  Board 
should also review delays and go into the root causes. 

Post award process and the agencies involved, need to be studied to address huge 
delays in getting decrees and eventual recovery.  

With the availability of GST Network, the Bill wise payment status to MSMEs be tracked 
and for any delayed payment, input credit against the pending bill  be denied.

In line with ICAI asking for powers of punishment for faulty accounts /audit, the existing 
provisions in the Act of giving details in the Balance Sheets of amount due to SMEs and 
suo-moto providing interest on delays can be used effectively.

To ensure timely implementation of MSEFC awards, steps like, freezing of bank account, 
recovery proceedings under land Revenue Act, should be considered.
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If the buyer moves to Insolvency / Bankruptcy  process, the pending awards of MSEFC 
should be dealt as secured loans and the affected MSME as a secured creditor.

Chapter VI

Miscellaneous: Appointment of officers & penalties for contravention: filing of 
memorandum, delayed payments and appointments (Sec 26, 27), Jurisdiction of Courts 
(28), For Rules empowers Central Govt (Sec 29) & State Govts (Sec  30) which must be 
put before the Parliament and Assemblies respectively for specified period and power 
to remove difficulties (sec 31) and to repeal of delayed payment Act 1993 (sec 32).

There should be a separate section in the  Act. On Ease of Doing Business under which 
MSMEs  should be under a single clearance system under  all relevant statutes.

Exit provision should be available  for entrepreneurs for winding up  un-successful  
enterprises
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Annexure VI
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