Shri N.K. Singh has raised a question as to what the Exim Bank is doing for project exports.
As on 31st March, 2011, over 335 project contracts valued at approximately Rs.1,12,000 crores
were entered into for execution by 73 Indian companies in over 58 countries across Asia, Africa

and Europe with the Bank’s support.

Shri N.K. Singh also wants to know about the Credit Guarantee Corporation. The Exim
Bank has been working closely towards export promotion. Recently the Exim Bank and ECGC
have launched a new project, Project Export under the National Export Account to promote

project exports from India.

Shri Ashok Ganguly has raised a point that the Government has to fix the target to monitor
the performance of its management. The Government fixes the annual statement of intent for the
banks which include targets for total business, project exports, SME credit, lines of credit, etc.

Against the said target performance, it is nil.
With these words, | commend the Bill for consideration of the House.

THE VICE-CHAIRMAN (PROF. P.J. KURIEN): Thank you Minister. You have replied to

every point. The question is:

That the Bill further to amend the Export-Import Bank of India Act, 1981, as passed by Lok

Sabha, be taken into consideration.
The motion was adopted.

THE VICE-CHAIRMAN (PROF. P.J. KURIEN): We shall now take up clause-by-clause

consideration of the Bill.
Clauses 2 to 4 were added to the Bill.
Clause 1, the Enacting Formula and the Title were added to the Bill.
SHRI NAMO NARAIN MEENA: Sir, | beg to move:
That the Bill be passed.
The question was put and the motion was adopted.
The Factoring Regulation Bill, 2011

THE MINISTER OF STATE IN THE MINISTRY OF FINANCE (SHRI NAMO NARAIN MEENA):

Mr. Vice-Chairman, Sir, | beg to move:-
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That the Bill to provide for and regulate assignment of receivables by making provision for
registration therefor and rights and obligations of parties to contract for assignment of
receivables and for matters connected therewith or incidental thereto, as passed by

the Lok Sabha, be taken into consideration.

Sir, The Factoring Regulation Bill, 2011 seeks to provide a comprehensive legal
framework for factoring business. The Bill was introduced in Lok Sabha on 24th March, 2011
and was referred to the Standing Committee on Finance for examination and report
thereon. The Committee has recommended enactment of the Bill subject to some
modifications and the Government has accepted all major recommendations of the Standing
Committee on Finance, namely, exempting sale ofagricultural produce or activity of commission
agents from the factoring business and grant of Stamp Duty exemption to the factoring

transactions.

The Committee had also asked the Government to do wider consultations to ensure
that there are no legal infirmities in the Bill. Accordingly, detailed discussions were held
with a law firm, legal experts, the Indian Banks’ Association and the Reserve Bank of India.
Based on their suggestions, some additional amendments were incorporated in the Bill primarily
to provide greater clarity on the role and responsibilities of various parties in a factoring

transaction.

The proposed legislation will provide a comprehensive legislative framework for
development of factoring business in India by determining the rights, liabilities and
obligations of the parties involved, besides mitigating the problem of delayed payments
to Industrial and Commercial undertakings, especially the Micro, Small and Medium

Enterprises.
The question was proposed.

SHRI RAJIV PRATAP RUDY (Bihar): Sir, we have the Factoring Regulations Bill, 2011
before us. This Bill seems to be a big jargon of economic policies. It looks like a very small Bill,
but it is a big jargon. So it becomes very difficult for the Members to follow it up when the Bill,
not even listed yesterday, figures in the Business List in the morning and one of the Members is
requested to speak on that. It becomes very, very difficult. But it is our job to be here. The
general impression about the Members of Parliament is that they don’t work, but there are
Members of Parliament, plenty of us here, including the Minister on that side, who prepare
themselves and do find it inconvenient, at times, to prepare on subjects which are given at a very
short notice, but we still make efforts because we are very concerned. The world must watch the

Indian Parliament working now on such difficult issues.
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[THE VICE-CHAIRMAN (DR. E.M.SUDARSANA NATCHIAPPAN) in the Chair]

This Bill basically relates to the rights of a person who has a small or a medium enterprise

and he has low working capital.ﬁﬁﬁwgﬁﬁg,@ﬁ% SEH] %I SP U ‘hiucd W%,W
PH & SR I I3 SURAT BT YT ATHM A< &, 19T AT g9 § 3R T8 Sl shise o8 &,
ST SIS BRI g1 BRSNS Bl Sl €, I8 $HieT JgT 9gd BIST BNl B This results in an

exploitation. The world over there are institutions which work to buffer these things. This is called

factoring where a third party, not exactly a third party but a third institution comes into play and it
takes the burden of the credit and try to see that the debt which is created is redeemed. So it is
a mechanism which possibly we have been trying to sort out in many different ways. And the first
time, when an Act was introduced in 1993 for the protection of small and medium enterprises,
the Act mandated that if anything is supplied to a buyer, it was mandatory to make the payment,
and payment within a limited period of time. But, somehow, this did not, actually, work, and,
most of the time, it became a fallacy. This Act was again repealed in 2006, and a new Act called
the Micro, Small and Medium Enterprises Development Act was incorporated. Now, even after
that Act, many of the things, which the small and medium enterprises wanted to achieve, could
really not be achieved, and there was a committee which was set up by the Reserve Bank called
the Kalyanasundaram Committee. Now, that Committee submitted its Report, and after that
Report was submitted, post-1988, many of the nationalized banks, including the State Bank of
India, the Canara Bank, etc., started creating this factoring operation. So, that was the first time
the factoring operations for small and medium enterprises were started in this country, and even
the ECGC started those operations. It was, basically, to start and create a working capital flow
for small and medium enterprises. Sir, world over, factoring has been there for a very long
period. But, in India, it has not been so organized. It is in a moderate form, and the factoring
turnover in India is only 1.24 per cent of the average bank credit, which is very small. So,
basically, one has to understand factoring. Factoring is a high risk supplier to transfer credit risk
to high quality buyers, and it is a very general term which | am referring to. Factoring has been
there since the Roman times; we may be talking about it now. RGERSIE IR R factoring BT
ofT 31X BT fheTeTal # &9 38T & U= | Sy, d1 S9H Sl factoring &1 91 S¥4d &, that was

in England in the 13th century as well. Today, factoring, overall, in the world, is to the extent of

540 billion U.S. dollars, which is a huge amount, and in the last five years, it has grown by 90 per
cent. So, it is an instrument which is growing across the world; what we are talking about is not
just for India. ST BIC fadmreefic 32 €, S WIRA B, S gHET HHTT 31T arel fa=i 3§ 9gd SamaT
fem I Heled, 39 fadge ® S =g wraens fRar a1 ], itis to ban institutions from directly
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entering into factoring business. Then, there are provisions to the effect that there should be a
Central Registry which carries the complete details of all those people indulging in the Central
Registry, and that there should be a legal recourse, if the commitments are not kept, or, if the

provisions of the Bill are not met. And, there are certain provisions of penalty and punishment for

those who violate this operation. But T8 TR®R 33 YR 6T WG Tl &, 1 bel 7 bal I8
fezga & fob IR 9 oo &1 81 @ ifde IR 4 I8 < F31ery &1 f99y 2, Jorg graofi St &1
fowr 8, Hion \ree &1 fawy 8 ok < & forg wecqul fawy 81 89 ST 9gd IR aald & ard
P T, SUD d8d 39 TR & TG FE1 21 H 59 AaH B gafT o AT 218 g, Hifd
3ITST 21 ¥ 3R 3MTfSres Ry T &1 3 <=1 1Y, A1 gl Fot Tl foh fUsel ®s 9ui 9 918 <2 &
W H3A B, 9T <% & O 3 E, s I8 Ped © P g9 Ags W FRE0 a6
BIP Qrel AU B S 7RIS SR 8, I8 T 18 | 20 TRTIA I &1 81 The overall inflation
has been limited to nine to ten per cent, but the food inflation has been whopping, and this has
been an obvious fact.éﬂﬂ?ﬁ%pf:l—tﬁ,EI%EWW‘#%?T%F{WWW@{WW%???{

ST 1, A1 R T Bl I8 941 AR A 2 fb SRaT, HRT e Q4T <91 7, Rt Ik @l &%,
the GDP growth rate is eight per cent, and it can also go up to nine per cent. QT 31T 3R

I IO P ST AT UsIl, where it has come down to between 6.7 per cent and 6.9 per
cent, A1 gaT 21, 14 faIeRT S @ 919 A=A &, a8 ) 1 11T <71 =T &

3ot fopdY oft 3HER @ a1 SIRTU, a1 ad1 gor b 3ot $uU @Y o= fRAfY 7, 98 WY d4,
9 f wRA & e # iR ey v oRfY RAfT # 519 6 39 <91 &1 wee w3} 3a+ 91
3Mere faeIoe 811 #AeIed, 3+ gl Sude) givar # fodt ot <=1 &1 T&1 fiyefl g1M, Rt fab
39 <9 B el ¥1 98 9% & 5 39 <91 &1 v w3 U onféres faevs 8, S des SH AR E,
Re1d I & TaR 2 & SR gl va IReGR # < #5077 &1 gfran # san vet foran afn a4t
[ERIENEIRPIEREIRE SRR

9 Y- H AR R Sft ORaR 7 oMY 91, A1 89 93 S8 & 91 $Ed o {5 HRd
P fIET H Ugell IR U 311 faRIys <21 &1 vem #301 91 21 I W TR | 9 69 07
o, I8 AT ST 2, B ST 7 o581 3171 A S 929 IR o 3N T2 &, 1R A& & R
Al I AT P IR H B, 31T 89 371 A4} fITAT BT SWA| Fiscal deficit is at an all-time high. |

do not know how the Government is going to manage it, but fiscal deficit today continues to

remain at an all-time high and there is absolutely no control over it. The Reserve Bank of India
has increased the policy rates thirteen times in the last eleven months. | do not know why. It has

dealt a severe blow to real estate, housing, manufacturing and automobiles. Take any sector of

the economy, it is floundering, it has come down; 319 Bt ot e & | EIZES) ol , ar QW
HE
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HeIed, B9 Widl U HIfSTH STRUTSOIST & aR H 4| PR X8 8| g # HEl 41 Y& Bl &%
31 Bel, O BIFEl, 91¢ 09 Bl a1 IR BiFal 8, dfd 9Rd H 39 Red §F has
brought the basic lending rate up to 8 per cent. No one is responding. How can any industry
grow when the basic lending rate, which is given by the RBI, is 8 per cent? §ﬁ'€ﬂ # @l Mt ug
are wfrerd 2T 1 3o HRd W § ST % €, S99 A fhedl &1 Y lending rate 10 BRTST I HH
TEl B S AR BT FHS &, Sl AR $RA & IT S SN 0 8, AT U aR% 3P
HICHRTT B 91 HR T2 8, I Al Hiucd Bl AIcde B Bl 91 IR Iz 7, STD] qeells o

BT 91T B VB %, but, at the same time, the interests are so high that no entrepreneur can

survive, and still you bring in such Bills. ... (Interruptions)... It is ten per cent. IIH I YT ST
IRIC, T IRAC 3R MUt So these are some of the facts. Industrial production is falling.

And it is, possibly — the hon. Minister can correct me — the first time in history that the

industrial production has gone in the negative. 9 91 § 3Menfire Scared Ffea § /= ﬁ, #
FHETAT ¢ {6 WRA & SiIe™ # 98 Ugell R g1 811 Mining and construction, all, has come

down and the revenue projection of the Government has dipped down.

HESY, 341 e RN e & qR ¥ a7 81 &7 Y| I8 Hel AT o7 & 30 <2 & 4
TR BT IR 9 I F <B A 99 TR B @ren f&gr S, @m & fog areh
S| U TR S8l $9 <% Bl XY bl R 8T 81, <% & g 4491 & &, 98l 89
IRGR A T ST A1 fob SRR 37T Y g+l T TISTT i< 31T X2 8, 39 foT7 1 Hhaf
A, A oy U1 el A AMGM? 37 < F T PR I8 TP T1 Yolrdl aj Al
TR 87 §F S © b 3@ TRBR B 1T I8 &1 ¢ b s IR o H 4 s B dF
TR o, oifh B IR F9 Fro A1y MR faRITaR Muas!l TRAR B S GO qTdhd &, ITh
T & e oman B, O S9H FH A BH 39 QY & AN I T | dledl, el ot 997 JhA
BT 3R MUt wf3ed ¥ WOk § Us Ihdl 2| SHfIU 39 99 sl &1 &u7 @1 a1fev f&
G RIS A1 GuR 9/ & &1 | 59 HIg A8 3, Dls 919 MY, A S9 W & <1
ELEN

We talk so much about FDI. Over the last two years, the total FDI outflow has declined in
this country. There is an UNCTAD report which says that in 2008, it was 42.5 billion dollars, in
2009, it dipped to 35.7 billion dollars and in 2010, it dipped to 24.6 billion dollars. You can see,
perceptibly, that the world is refusing to invest in India. They can make out that the economic
situation is bad. They can make out what the situation is. | would not like to comment on
whether the Government is functional or dysfunctional. The DIPP, a wing of the Ministry of
Industry, says that the equity inflow is also dipping. The worst feeling is when the hard-earned

money of this country goes out. The outflow of FDI today is unmatched in history. And why is

that? AR I % ST SSNTIRT &, STh! QAT 41 o1 o1 & o6 g R & S & 31 oy
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ART & IR I YT Bl oI & I (ITATaT) SITRT AHHRT & MR SHST I8 R &
% 2009 # WRT A dER WM AT ST FDI outflow T, T8 T4 20 fafers Juar sier 2l
AEIed, 1 fAfera .09, SlelR a9 5 B9IR BRI $UY & a-TaR gall, a1 20 ffera Jua siar
BT Hed U ARG PRI Bl (e AR § 18”1 & AR 2010 H GDR, it has become

44 billion US$. That means, around Rs.2,20,000 crores of investments which could have come

to India.

HElGd, ST & A= ©U I AR § $el ST & 6 STa U1 Sy e, 519 e
ﬁv_ﬂTGTQTHFﬁ infrastructure ﬁTIT, TN T 3R <79 ST 81 dF ISR BT T I ORb R
T grg fb EHE Q?ﬁ 7 fRAfa ﬁ T %\r % the total overall investment outflow today is
about 44 billion US$. FEIGY, Hel b IEERI 3 H+ UeT fdh v w21 Sff 7 g9 <31 & Ierafcral
% 9iT g TRTSR @ B 81 78ISy, I & a9 # fHHl SRIGR B headline &t fd, PM’s
lament is unjustified, the Government must buck up.’ I@Eﬂ, 97 P IETTUfT ?RJTEIO_S’T&\*%\*'7 9
P SERTYRT <27 & W= #2301 98 fod 750 3l ded €, “There is a complete policy paralysis in this
Government.” g9 AYHN Bl FHhdT AR AT 21 “It is in a role reversal.” Adcld ST Y W ORI |
3T aaﬁ 2 %IK’ @"T[, TH 3Tl e B RSB T ?% %I I UbR I the business confidence is a

fact which has been said not by Rajiv Pratap Rudy or the BJP. These people are those who are

aligned with the Government. These corporate people would definitely be with the Government
because they want to be cozy with the Government, they want to work with the Government.

They are the people who are speaking like that.

311R 311 STq “ftharep 1™ o TURAT 7 D& ol T A1 7 a5 AT G<h (b1 b TS 37 <2
BT BIRC dos AR RIcT® B 39 & A1I-A1 fag w2 S 7 oft f.v=r. ). IR § Pa P,
ATEd 39 <9 F IUNTIRTAT BT R 1 1T 82 I AN §AR A1 &1 I dred 81 a1 I8 99
U AT H S I DI 3R AT BRar 2 b 327 & BTeld Wl 8 iR Ul gRIRT # o1y 71
fdeT oT@x 31 %8 Bl The Hon. Finance Minister has recently said that the corporate India should
cooperate with the Government instead of merely repeating grievances. W, 319 IE fRafa &
Tft 8 fF IRER H I8 H8T 91 8T © b IRBR & A1 319 faheft B grievance 21 T+ 81 3R
3T BHAR A1 T b Al 9ol AR T8I Il Feb I HH-U-HH g4 8| AT T grievances U
el B Tl W, having said all this, what has the Reserve Bank of India done in the last

couple of months or a few years as far as the medium and small enterprises are concerned? The
Reserve Bank of India seeing the growing credit facilities to the medium and small enterprises
has warned them. | do not know what was the basis; but, the last September, it has
warned them. S=811 &8l fb ared, g9 &3 | 31T BT 79T exposure hH DAl 12T Even the
Finance Minister had meetings with the State Governments and the commercial banks and said,

‘“There is a large flow of credit going towards the medium and small enterprises, control it.”
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Today, the medium and small enterprises contribute about 8 per cent to the GDP, provides
employment to about 60 million people, it accounts to 45 per cent of the total manufacturing
which takes place in this country, it amounts to 40 per cent of the total exports of the country.
Out of this, 13 per cent is participated by women. It is an inclusive action which the Government
has been seeing. Today, the requirement for credit in small, micro and medium enterprises is to
the tune of Rs.50,000 crores. That is what is required in the country today. | appreciate the
efforts of the Government on that part. But, what are the factors which affect the medium and

small enterprises ? What are those ?

On one side, we are talking about an act which is very good, you want to protect those who
want to give credit and those who want to sell their equipments or their merchandise. But, there
is a dearth of all-weather-good roads. Thanks to the then hon. Prime Minister Atal Bihari
Vajpayee, AEIGY, T8I0 & ol S8 UUM HAI ASd JSHT & A I TH ambitious
IS e JE] 81 IR AATs, W), S H Ueh q1d a1 AT, 19 HAA1 Sff I8i 96 §U 8, how

do you expect these medium enterprises to be successful, if the big enterprises, the Tatas, the

Birlas and all who are contributing to the economy have uninterrupted power supply ? SRCACLE]
TR WAied 8, 310+ BIel & WS &, Afh I Tt iR Mg dexvrgor, e g9 fae
P HAETH F HICHE B BT 91 DI 7 Tl 7, P oIy ST UTaR TS b1 T WTge
g7

Hﬁﬂﬂ, T NN T TIREd! AT § we are talking about a country which is a vibrant
democracy. Today, less than 400 million households have electricity. In the Eleventh Plan, we
had planned to increase the power generation by 70,000 MW. HIRd Udh QW 9 %\’, ST
Fgd VAR WM ST 8 SR TIREd] Aol H PEdl © fb 89 §9 < Pl YR SR
70 BOIR TS 9SG0 3R ST9 BIgd b 31 8, Al I8 60 BOIR HIGIE & B &l I8
TiE AT 1 AT 51 AR TSR H I Ui a9 a1 fastell Sc1est $7d1 &, =1 gerdn 272
BH I UTd Tl P {17 70 BOIR FMGTE B &THT R B 91 BRA 8, SHPBT I8 SRAC g1 &
3R 9 U ad # ST ST & T BRT €, T8 U g W Bl 81 8H |18 E & b
T 31U Wl US HISTH YeuTgorel Bl Hicae B, ofdh1 &4 9 3MId i IR &9 TR
PH?

HEIGY, SO 81 e, 31T § HeH S TS Bl Y 8T ATl I8 YaISc FAgHT dof dl
91 B el ol NINEIE gRadT & IR ff, she was speaking. When | was hearing her, in the

recent Conference, we heard at some point of time that China was saying, “We are ready to go
in for a legally binding action, as far as our part is concerned”. Later they denied it, and there
was a complete change. But, look at a country like China, by 2020. She mentioned specifically

in the House, by 2020, we shall gear up to go in for certain obligations. Before 2020, thank God,
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the Government of India is not committing, we are not committing, it is acceptable. But, after
2020, there could be a situation where we may have to go for legally binding agreements. By
2020, China would have completed their entire infrastructure, they would have completed their
entire power requirement, and they would be ready for us leaving us high and dry. Now, here is
a country with 1260 million people and we are taking credit in this. But here is a neighbour who is
going to run over us very shortly. So, we have to start somewhere. The worst which is going to
be affected in this whole process, Sir, would be the micro, medium and the small enterprises.

So, this has to be kept in mind.

Sir, the other factor which is affecting the minor and medium enterprises is corruption. |
don’t want to talk much about corruption because the other House is talking about the Bill on
corruption and things like that. But it is a fact that the small and medium enterprise man has to
face a challenge today. Corruption is there, it is part of his life and he is challenged. And that is

why there is a growing anger.

HARIGY, 31T I8 Sl S & BTAT 8, §9 IR 9 AN & Y- IR &1 7 deu=r 31erT
2, TR SR A A AR 72 2, B ot 2 5 3 Ut 1 - uTSe S ol B, Al Tel Weh
BHT T13V| 8ISy, oifhd HR@H & vy IR R W Us Hif$ad veursers Thacs gl
JTST Ueh AR S AT ST <81 A &, TRIE1 & 91d § 8, SO 59 <9 § TRIfordl BT Y91 gl ST
8T 81 g8t T 3R 9391 &Y fearans 31t 650 foTetl § & 250 fTel S7eh UHTg &7 # 311 1Y &,
Gﬁél—g;'ﬂ_g’ﬂmw 2l wwmwmé%ﬁﬁﬁ%, there is an anger of the people against

the Government, whether ‘A’ Government or ‘B’ Government in the State or in the Centre. But

there is a generally growing anger in the people against the political set up on the issue of
governance, on the issue of accountability. On the other side, in the urban areas, Igd IR o
39 ERAT-USIE § S ©, S9! gaT At 781 Bia1 f 89 fohs {1 31y €2 Filfd their aspirations
are growing. Someone wants a new television; someone wants a new i-pad; someone wants a
Tablet; someone wants Samsung; someone wants a new motorcycle. Now, these aspirations
are coming together. If these aspirations are not met, they say, “Look, these politicians are
stealing away all your wealth”. Now, there is a growing distress and accountability feature on
politicians, and it is a telling story on the entire political system of the country. We have to give a
serious thought to it. | do not know whether this platform is okay or not, but 60 years down the
line, we all tom-tom that we have the most functional democracy in the world. Here is a
Government in this system where an Independent MLA — this happens in no democracy in the
world, let me say we are the most vibrant democracy - without any political party, without any
ideology is elected as Chief Minister of a State. He continues to rule that State for two-and-a-

half years. After these two-and-a-half years he is caught stealing about Rs.5000 crores and he
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lands up in jail. He lands up in jail and there he is beaten up by the wardens of the jail. This is a
very vibrant democracy, Sir, where an Independent MLA leads a State of three crore people or
four crore people. This is democracy. So, there is growing anger against corruption. We have to
get into a debate. In the last 63 years, we have moved official amendments to the Constitution
and we have amended the Constitution 95 times. And we are calling the most functional
democracy. Sir, | can tell you about corruption, whatever people may have to say, that unless
we devise a system where elected representatives like us, MLAs and MPs are not segregated
from holding Executive positions, this is not going to happen. Today only those people should
come to Parliament who are interested in legislation. Half of the people who are coming to
politics are those who want to get close to power. There is a big debate needed. This is one
thing, which we are saying, though not related to this but corruption cannot be handled unless
and until the political class becomes good. The political class can only become good if the
system is set correct and we are more accountable. Here we have to become an MLA, we have
to become a Minister, we have to become an MP and we have to come to Government. We
should segregate the elected representatives from holding Executive positions coming from a
majority party. | am not a votary of Presidential Form of Government, but a debate is required
because all these issues of accountability and governance are hitting the people, people are
standing on the street. We are going to have a tough time. If we do not address these issues of
Government today, the situation is going to be from bad to worse. Sir, | drifted a bit but | thought
it is the right forum to address my colleagues and say that we have to start thinking, otherwise,
things are going to become from bad to worse. Sir, when we are talking about MMEs, there are
only about 15 lakh MMEs and unregistered MMEs are about 2.5 crores. That is a very large
number. The total investment in the MMEs, micro, medium and small enterprises is about Rs.4
lakh 50 thousand crores and the total employment is about 5 crore 99 lakh. Now, this Bill is
meant to affect all of them. We are concerned about it. | think this is a very good proviso which is
being brought here and this would enable the SMEs to concentrate. The basic feature is once
this Bill is amended and enacted, it will move the concentration of small and medium enterprises
from talking about recovery of money, about losing money, etc. This would be talking about
sales and production. This is the basic fundamental of this Bill which is very good, Sir. India is
only about 2.2 per cent of the global factoring business which | have already stated. The world
business is about 545 billion USD which would be around 1325 billion Euros in business. | think
this Bill needs to be supported. Sir, the last word is here, before | conclude. | will absolutely stick
to my time. In 2008 China which is, of course, the most growing market of small and medium

enterprises, its trade is about 50 thousand million Euros, USA is about one lakh million Euros,
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UK is about one lakh 88 thousand Euros. UK is substantially high. | have a very small submission
and | think my friends from the Left and even from my own party would agree to certain points
that where there is a loss made by corporates then what happens is that you have CDR,
Corporate Debt Restructuring. 3R g bUl &, [SRIPT 98 g1 JHA 81 AT & - 50,000
PRIS DY T 70,000 HRIS DUV, Tl SHP fI7 <97 H Uh Yaei= © fb I application STeld ® 3R
PE & 1 let us restructure the debt. So, their efficiency is not counted, their pilferage is not
taken into account. Their wealth is considered as national wealth because a large exposure of

the banks is there. If they lose money, the banks will lose money.

So, the banks come together and say, ‘let us restructure.” My businessmen-friends
would say that | am being non-reformist. But, when a small and medium enterprise man,
who has about Rs. 2 crores or Rs. 3 crores or Rs. 4 crores, ST UT 3R EENINI EXl I;',\_elﬁ
QI 9189, 98 < ERINA q TE Fer Restructuring is a policy. Bankruptcy &g
SIRTT, restructuring @8 ST, AT FTAHT 10 SR HRIS BT JHATT 8l, 20 BSIR BRIS P
THA 81, Al 96 ISP A1 TSP I BRAT & (& SHD] HH B4 [T S1Y, Afh et v
T T RIS BT JHAM &I, IHD A1 By qITdid Ta] HRAT IHD! A & ol BIST ST Hebhll

%\rl Sir, the functioning of the Government can be reflected here. This is my last point as | am
running out of my time. This year, it is eight-year high. 31Td qut § Fed Il g9 dR %, that the
big corporate have asked for a restructuring of the debts for an amount of Rs. 34,000 crores! |
am sure this figure must have been with you, because this figure has been given in reply to a
question in Parliament. T 31TST 3P 91T I¥T &1 URTd 8 fb 34 BOIR, 35 BOIR HRIS Bl
el © 3R 9 I H El@f Hufgi g1c | Bl The losses being incurred by big companies. So,

there is a request from them. But, our humble request or my colleagues humble request or my

friends’ who are the on the Left and the Centre humble request is that the same feeling and the
heart should be kept for small, medium and micro enterprises, because the viability, export,
industrial production is not exclusively limited to big corporate houses, it is also due to small,
medium and micro industries. And, we all come together to support and stand by you if your
view-point as far as corporate is concerned is the same for small and medium enterprises.

Thank you.

SHRI RAMA CHANDRA KHUNTIA (Odisha): Sir, | rise to support the Factoring
Regulation Bill, 2011. As has been pointed out by the hon. speaker who was speaking
from the other side, this will benefit around 5 crores of workers who are working in
small and medium-scale industries. The small and medium-scale industries invested
around Rs. 4.5 lakh crores. So, definitely, it is a good Bill and | do appreciate the effort of the

Government.
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The Bill provides for and regulates assignment of receivables by making provisions for
registration therefor and rights and obligations of parties to contracts for assignment of
receivables and for matters connected therewith or incidental thereto. So, the question is, this
Bill intends to help the medium and small-scale industries. As has been mentioned by the
previous speaker also, there is a Report of the Kalyansundaram Committee. The industrial and
commercial undertakings, especially ancillary, micro, small and medium enterprises continue to
suffer delay in payment, non-payment of their dues, interest or delayed payments. As a result, in
many places, the workers are also affected. It is not only the small and medium-scale industries
that are affected, but workers are also affected. There may be some industries where the
payment is not paid to the workers. And, sometimes, the workers payment is delayed. In some
places, there is retrenchment, lay off, etc., which has been going on all over the country for a

long time.

As has been mentioned by the hon. Member, there is a Report of the Kalyanasundaram
Committee, Bhogal Committee, Report of the Task Force appointed by the RBI, Report of the
National Commission on Enterprises in the Unorganised Sector in 2009 by Shri Arjun Sengupta
which also recommended some innovative financing instruments such as factoring, venture
capital, credit rating and single, multi-purpose credit card for the unorganised sector on the
pattern of Kisan Credit Card, etc. Here also, he emphasized on factoring. This factor is not very
much popular in our country, though many hon. Members has said that it is very much active
and a substantial percentage of transaction is being done through this factor. So, this is
definitely a useful Bill for the small and medium-scale enterprises and also for the general
workers. While supporting this Bill, | think, the hon. Member has also made some comments
about the other functionings of the Government, which is not correct. About power generation
also the hon. Member has said that we are not able to achieve the target of power generation. It
is a fact. But why? Look at the fact that the power generation target is given to the State
Governments and is also given to the private sector. They are not able to achieve the target. So,
we should jointly try to achieve the target, instead of criticizing each other. If the State
Governments are not able to achieve the target, if the private sector, that is, the industrialists,
about whom the hon. Member also mentioned, are not able to achieve the target, the whole
target set for the country cannot be achieved. That’s why we should jointly try to achieve the

target, whether it is power sector or any other sector.

Although it is not the opportune time to discuss here about corruption and the Lokpal, but
since the hon. Member has made a reference, | would like to mention here that the UPA
Government is the only Government who has created a very, very powerful instrument in the

form of RTI, which can effectively be used to fight against corruption. | believe, it is because of
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this instrument that one after other scandal cases have been exposed. And, this instrument,
that is, the RTI, is the gift of the UPA Government. The UPA Government has given this

legislation to this country.

The recommendations about the small and medium-scale enterprises had been discussed
in the Indian Labour Conference also. Not only this, they were also arguing for the factor. They
were also arguing for the exemption of Labour Act rules in various cases. They were also arguing
for various other things. But among those things, | think, this factor, which is also very much
useful for the payment of Bills and can also play a very important role in case of sales and
aftersales service. This Bill, in all respects, is very much useful and helpful for this country. |
think, this Government has done a very excellent job by bringing forward this Bill. | think, all the
recommendations of the Standing Committee have also been accepted. So, | do not want to
take much time. I, once again, support the Bill. And, | think, this Bill should get a unanimous

support from all the parties and all the Members.

#f = PAR HIY (SR I<Y) : STGHEIE Heled, § P! g=d1e <1 ar1edl § &
3T 1 39 fddl UR i @l HipT (&A1 I8 el $B RIS fhUe B dTall o & 8,
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I3 &, ST AT BT WIS & 3R 99 S 0 DI A BId & Al 98 125 S fhell fdpar 21
IRBR BT HSH S A9 IATEH [har & Ui ¥ 59 9 & STRY I 396 BrIg & v waH
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HEIGY, 31T 3T, BT APe 37 AT 81 TRBR AR I B A Ig T o1 fawr 2 3 e
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3MIR ST 37Te] TN TIR BT T41.... |

THE VICE-CHAIRMAN (DR. E.M. SUDARSANA NATCHIAPPAN): | would like to remind

you that you have got another speaker from your Party.
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4.00 pP.M.

Heled, § auh Hegd A ARG HAT SN A A€ ARG BT § P 3177 S I8 [ AR
31T &, 3t 91 & R MG A7 H BIS 7 BIs ATHBRT JIorT & BN, oAfp 5 o
AT A S AN 8, S/ 7GRN ©, TS IUGS ©, Feoll IUGH @ 3R el IAD &, TP
AT ST 371 Hhe YaT 81 R8T &, 91 AT I DT DI G- PR DI BRI HAT? AT
I Al BT 99 &1, | $9d folg T 7R § iR IS g=d1e <l g1 51 W, W
R

SHRI TAPAN KUMAR SEN (West Bengal): Sir, | rise to present my views on The
Factoring Regulation Bill, 2011, that intends to provide for and regulate assignment of

receivables.

Sir, the Bill is intended to serve the interest of the MSMEs. At least, that is what the
Statement of Objects and Reasons says. Now, this provision of factoring is meant to take care of
the problem of delayed payments suffered by the micro and small enterprises, which supply
products to the big brothers who don’t pay them money and flex their muscles instead, face a
serious crunch of working capital and are ultimately ruined. So, this mechanism of factoring has
been invented to be used as an instrument in order to address that situation. An Act was
legislated in 1993 for that purpose but it had failed. In the Statement of Objects and Reasons it
has been said that it had failed. Thereafter, in 2006 again, another Act was legislated. It is a
broader Act, the Micro and Small Enterprises Development Act, 2006, meant for their
development. Even there a provision was made that special initiatives would be taken to address
the problem of delayed payments from the big corporates, because small and medium
enterprises basically work as ancillaries to the big enterprises. | am thankful to the Government
for, at least, admitting that that too has failed. | particularly remember that Bill because that was
the Bill on which | had made my maiden speech in the year 2006. The fact remains that even
though a declaration was made and a pious intention was expressed in the Bill, nothing at all
was done on that Bill. Again, in 2011, the Government had come with another Bill reiterating the
same instrument which had failed in 1993. And now, what is the mechanism? It is quite amusing
to look at it. The small and medium enterprises supply their products to the big industries but
they don’t get payments. It is an unlawful thing. Instead of directly addressing the problem,
Government is bringing an instrument in between. An agency would be collecting the delayed
payment from the big companies to give them back to the small enterprises in lieu of a
commission or a charge. Why should the small MSMEs that supplied their products to the big

enterprises pay for commission again? This is the tragedy of our economic policy paradigm.
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When small and medium enterprises suffer, they don’t get their legitimate dues while supplying
their product to the user, the big company and they are being charged a commission to realize
their due legitimate payment. But when the biggies face economic problem no less than the
Prime Minister immediately expresses his concern over them in public media that something
must be done to bailout them. That is a tragedy. These are the big companies again which
deliver most of the non-performing assets to your banking system; not the small-scale industry.
Out of the total NPA that banks are suffering, 90 per cent are from big corporates, and you are
running after them to restructure their equity. The very recent example is in Delhi. The Discoms
was not being able to pay to NTPC for the power supply. The NTPC threatened them that they
would disconnect the supply. They told that it was not getting money from bank. So, the
Government is running to restructure their equity, prevailing upon the bank to give them loan so
that they are rescued. But so far as the small and medium-scale enterprises are concerned, they
are left to die. What is the theory there? That you can’t compete in a competitive environment,
so you have no business to remain in business. 34 e o EHEE i E-\;, MY NSV because
you are unfit to survive in this competitive environment. So, for the small and medium-scale
enterprises, it is the competition that matters but for the big companies the Government give
them red-carpet welcome to rescue them from all distresses. This is how the whole of your
governance is getting corporatized and is getting pocketed by corporate agents. They are using
public money and looting public money. On the other hand, for small and medium-scale
enterprises, which contribute 45 per cent of manufacturing production of the country, contribute
40 per cent of your export performance and generate employment for lakhs and crores of
people, you are enacting another agency to give their legitimate dues to them. Your governance
has become so helpless and hopeless that you are now putting in place another agency without
teeth and political will to serve the small and medium-scale enterprises, to ensure the payment
of legitimate dues to the MSMEs. | think the Government, as a whole, must owe an answer to
this. Secondly, the Act of 1993 failed; the Act of 2006 failed and now in 2011 you are bringing
another Bill with an intention that it will not fail. But the Bill does not ensure that it will succeed.
However, this Bill is going to make certain provisions, but if the factoring system does not
succeed what will be the fate? Some provisions are there for penalty and all these things but
there is no provision of penalizing the debtor who has taken the supplies and is not paying the
supplier, the small-scale industry. No such provision is there in the Bill. In many places, your Bill
is not consistent. One clause of the Bill is not consistent with the other. Let me point out in clear
terms. Your clause 8 of the Bill is not consistent with clause 18 of the Bill. They are contradictory

with each other so far as the interests of the assignee, the assignor and the debtor are
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concerned. | think the Government must address and clarify this issue of contradiction and
inconsistency between clauses 8 and 18 of the Bill. Then, | feel, it is important to recognise the
fact that SMEs have little negotiating power. So, through this mechanism, it should be ensured
that they get regular and timely payment of their supplies made to the big industries. Some
mechanism needs to be incorporated here, if this time, in 2011, we want the Bill to succeed and
realise its real intended objectives. But, how are you going to put it? It is crucially important. At
the same time, you are putting in an intermediary between the small-scale industry and the big
suppliers to realise their payment. | think, the provisions in the Bill are not enough to regulate the

factors if the factors start playing nuisance.
[THE VICE-CHAIRMAN PROF. P.J. KURIEN in the Chair]

The big industries have much bigger clouts. Who will be ruined by the factoring company ?
Will it be small-scale industries or the big clients, the big brothers? They have the big clout to
dominate the factoring company against the interests of the SMEs, for whom you are introducing

this factoring company system altogether.

Another aspect is there which has not been taken into account. You are opening a
floodgate for the Government to be looted again. Why? Because among the small and
medium-scale industries, there is a big chunk, not even a smaller chunk, which is the big team
of the big industries. They open a small unit as a supplier unit to the big company and they try to
take the advantage of whatever special incentive you are giving to the small-scale sector. It is
that big team of the big companies who are trying to get all the benefits using the clout of the big
companies, their clout in the corridors of the power, their nearness with so many biggies in the
Ministries and other areas. Using their clout in the corridors of power, they are beating the small
scale industries and taking the advantage. The genuine SMEs stand to deprive. What protection
are you giving in this Bill? There is nothing in this Bill, although the intention is a welcome
intention. The thing is that you really did not analyse why your Act of 1993 failed, why your pious
intention in the 2006 Act failed, and again, in 2011, you are bringing another Bill with the same
intention. There is no guarantee that this will succeed. The provisions in this particular Bill do not
provide any such guarantee. Based on the previous experience, you should have seen
that, at least, this time, this Bill should not fail. Nothing is there to ensure that. The hon.
Minister may kindly clarify this because after six years, you will again bring another Bill making
the same statement. There will be nobody, at that time, to ask as to why you did not do it. What
is the net result? The particular community is targeted for whose benefit, this Bill is brought -

the small and medium enterprises. They are the biggest employers. They are one of the biggest
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contributors to exports. They are one of the biggest contributors to country’s manufacturing
output. They can’t afford the luxury of not producing and keeping the factory open. Big
companies may have that luxury. They can keep their factories open and still not produce. They
can produce at an opportune time when they will get the proper price. The smaller companies
just cannot afford to do so - keeping their switch on, keeping the power supply and paying the
power bills without producing anything. That was the condition. The Government has not
properly given its thought, its focus on this reality being faced by the small and medium-scale
enterprises. They have not taken care. They have not analysed the reasons for failure of the 1993
Act and the 2006 Act. They have come with another piece of legislation, but they have not taken
into account the reasons for which the previous exercises have completely fallen. In view of your
intention, we are not standing in the way of the Bill, but, at the same time, | would like to insist
upon the Government to please reconsider this Bill. Don’t bring in commission agents. Don’t
expect the common people of the country to get their legitimate dues, through commission
agents in between, from parties to whom they have supplied goods. Tomorrow, you will say, a
worker, in order to get his wages, will need an agent in between. Yes, it is there at workplaces
where contract system is there. From the principal employer, the contractor is getting Rs.
5,000/ - to pay the workers, while only Rs. 2,000/~ are paid to the workers. That is also another
kind of system of commission agents, and, you are promoting that unlawful system everyday.
The Bill is yet pending in your cabinet hovering from Ministry to Ministry to address this basic

problem of contract issues.

So far as the payment to MSMEs is concerned, you are engaging a contractor in between. |
don’t think that it is going to really serve any purpose so far as the small and medium scale
enterprises are concerned. This is again going to fall flat. This is my apprehension. | shall be the
happiest person if my apprehension is proved false. But, better late than never. | am not
standing in the passage of the Bill but | am questioning your intention; | am questioning the
intention of the Government. | am saying that you don’t have the basic good intention and will to
really help the marginal and small scale enterprises. You have brought again a Bill to show to the
gallery, well, for the MSMEs, you have brought a Bill to help them out. (Time-bell rings) |
disdain with this kind of approach, and, | demand that the whole approach should be renewed,

and, the whole thing should be reworked. Thank you.
THE VICE-CHAIRMAN (PROF. P.J. KURIEN): Thank you. Now, Shri D. Bandyopadhyay.

SHRI D. BANDYOPADHYAY (West Bengal): Mr. Vice-Chairman, Sir, | support the Bill

because it is one of the Bills, which has addressed, or, at least, technically solved the problems
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of the micro, small and medium enterprises in getting their legitimate and legal dues. Now, it
appears from the Bill itself, that bringing in a factor is a new innovation. It is not a new innovation
in the Indian history. East India Company used factors for the exploitation of the Indian masses.
In fact, if | recall correctly, Mahatma Gandhi’s first public action after coming from South Africa
was in Champaran District in Bihar against the indigo factoring arrangement, a middleman,
which they used to have a long time ago. Then, with the efforts of Mahatma Gandhi, the indigo

factoring system was abolished in Bihar and the rest of India.

So, factor itself has a rather historically pejorative connotation but | don’t look at that now.
The point is that it is a well-intentioned Bill. The micro, small and medium enterprises cannot
approach the big ones. They don’t have the bargaining power. They are not consolidated. They
have no unions, and, they don’t have any spokesman. So, they suffer, languish and go

bankrupt, and, there is nobody to care for them.

So, it is a very-well intentioned Bill. Mr. Tapan Sen has made some apprehensions. It is
quite correct but | hope his apprehensions are proved wrong, as he himself has said, and, | wish
that things work out well. My only submission to the hon. Minister is that what is applicable to
the micro, small and medium scale industrial sector is equally applicable to the farmers. Why do
the farmers go for distress sale? They go for distress sale for exactly the same reasons. They
don’t have working capital. They borrow money from the moneylenders. The moneylenders
tease them, torment them, torture them, and, then, the farmers have to go to the market for

distress sale.

Mr. Vice-Chairman, Sir, through you, | would like to ask the Government as to why
don’t they bring in similar factoring arrangement in the agrarian sector to prevent distress
sale and farmers’ suicides, which is going on for the last fifteen years. The other day record was
placed in the House according to which between 1995 and 2010, 5,55,000 farmers
committed suicide in India because of indebtedness. The same problem of indebtedness is
there. Sir, why doesn’t the Government bring in a similar sustenance for farmers? With
these words, | support the Bill. But | only caution that twice it failed; it should not fail the third
time. The mechanism for doing this is very feeble and fragile. It should not only be a part of the
RBI, but it should also be a part of Companies Act. It should be a specific offence in the
Companies Act. If the companies fail to redeem their pledges, they should be straightaway
prosecuted in a court of law. That should also be brought in here. With this, | support the Bill.

Thank you very much.

2} Hewx e (STR UQ¥) : SUGHIIE] HEIGY, g3 diei Bl HIhT o & g 3T 98-
g8 g=gara|
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H%ﬁ?l, T assignment of receivables HINH gz Sill factoring I e ?*I'I’a; %\*, Jgg Udh
I8 €1 3710 [q9Y® &, 39 WY 4 fd $99 Micro, Small and Medium Enterprises 1 g 3R
e

The Objective has also been very clearly mentioned here. It is to address the issue of
resources management for the Micro, Small and Medium Enterprises Sector. But the question
will be of implementation. In 1993, a Bill was brought and then in 2006 also a Bill was brought.
But the implementation part could not be done properly and they failed. Here the question is that
the powers are being given to the Reserve Bank of India. It provides for empowering the Reserve
Bank to issue directions. The question is that Micro, Small and Medium Enterprises S oY
TrSFTT BYb 3197 I El?ﬁ HHEIST Bl Il %, they have a very little margin of profit. Until and
unless proper directions are given that a minimum commission is charged by the factoring
business, then it is quite possible that they will suffer a lot because their margins are very low.
And if the factoring agency, which is doing the business under the licence whether it is the NBFC

company or a bank or any other corporate identity, charges high commission of factoring then a

problem will be there fob ST U1 A1 fre, <ifth bR S T TIR B BRI, 1Y ST B
Y FATHN ? AT, Mk ATEH | AR #2415 F AR 3Ry 2 6 3909 9 59 97 o1 ey
= I fop micro, small and medium enterprises EakIf factoring dn<|§ N¢, 3D ﬁ*l'('\_rﬁ BEL

Y STY 6T T F Tl BRIIT Y|

R, 39 U g} AT 98 HEayul 81 Factoring % 91G $9H 9 UHR BT Mo 4t & fs
Ife 3a factoring 3 U7 < foran ® 8k 91 # gART <Y principal buyer g, o1 & I debtor 93[,
3R I UHE T8l BT 8, ol factoring agency 349 entrepreneur A 31rdT small, medium T micro
enterprise | IR BT reclaim 9 B Al B Let it be a risk of the factoring business. dg il
ST B YET 7, 3R I8 U1 921 3171 8 AT Sl entrepreneur &, T Awars foar 7, R
I8 TR small, medium and micro enterprises =0 entrepreneurs W%_vﬂﬁ 7 am GITQW'ﬁI sﬂ%ﬁ forg
g AP & [ 3 YR BI ATl 593 W] SV

$Hd A-BI-H1 factoring business & &R &H @RI - <Al T b PO ?%W WX
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WY SYE! bl T PR Aqh, FlTh ST H A9 HeT & I8 small, medium and micro
entrepreneurs SIKE] %, q ggd BIC-H AT TR BT B 8 3R AT 39BT cost of production
9 TP F ¢ ST 1 STF realisation P forg St e a1 S 3iR fhv 3976 forg aga
BHISATS BT a1 BIN | SHD AT -E1-W1 SHH HeAT0] ravd BT B RHH ST THRE DI &
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H @1 €1 AT BN, $HHl J3 Q)T fAvAr 81 b, S a¥ g1 IS ©, 98 Rod b B
eSS 3R SHPBT SMAHCIN &, Hifh 1 WY HH=HI @ & < Hifde ® fb 9t
BN el SN I AT Hdd S § Sl df Aesst ol 8, S96T I 9= Udh
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we are facing. So, we must improve our implementation part when this factoring business is

there.

With these words, | hope that the small, medium and micro industries will get benefit of this
Bill and they will get working capital at cheaper rates than the banks and others, and they will be

in a position to implement this and produce more for the country. Thank you.

DR. E.M. SUDARSANA NATCHIAPPAN (Tamil Nadu): Mr. Vice-Chairman, Sir, thank you
very much for the opportunity. Sir, | support this Factoring Regulation Bill, 2011. This is one step
further to help the small and medium scale industries which are suffering for want of financial
help. Sir, already the banks have been giving loans at a rate around 15.5 per cent and above to
the small and medium scale industries. Therefore, the small, medium and tiny scale industries
are suffering. When they suffer further and when they do not get the price for the goods or
services which they are providing to the buyer, this particular system of factor comes into play. A
banker or a nonbanking industry or any such person or cooperative industries come into the
picture and they become the factor carrying that burden of payment of interest upon them.
Therefore, three persons are involved here and the small scale enterprises are going to get a
price, in or around 30 to 85 per cent, immediately on entering into this agreement. But,
unfortunate thing happening is that the companies or the so-called multinational companies or
corporate bodies are not ready to come forward for such agreements and they are following their
own principle of making belated payment. Therefore, many of the industries have closed down.
But, people are interested to go in for agreement because big companies need not have an
agreement with the factor for helping the seller. If they come forward, then, the factor is going to
earn the money by way of interest and they are going to enjoy that interest. Therefore, finally, the
issue is coming around that the tiny, small and medium scale industries are gradually dying

without capital.

Sir, | would like to suggest to the hon. Minister and also the Government to look at the

pathetic situation of these industries which provide employment to huge numbers. More han
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49 per cent of the total employed people are from these industries. They provide huge
employment. Many of the people after doing higher studies go in for entrepreneurship and start
an industry. But, subsequently, when they could not face the financial crunch, gradually, they
close the industry. Therefore, the Government should treat these tiny, small and medium
industries similar to agriculture. Fortunately, in respect of agriculture, the UPA Government
started to give loans at seven per cent after Pranabji took over as the Finance Minister. He
announced about the reduction to the persons who are paying properly and that they will get at
four per cent or 4.5 per cent. Similarly, the small scale industry entrepreneurs should also be
given at the same rate. If they are paying properly, they should be given this type of loan at the
rate of four per cent or seven per cent at least. Then only the industry can survive. No doubt, this
particular assignment of the receivables is very much applicable in the American society. The
American society is suffering because of this type of factor also. Many of the people are not
being paid properly and the small-scale industries have to bear that burden, of receiving only 85
per cent and leaving the rest of money as ‘not recovered’. This is the suffering they are also
going through. Therefore, when you are making this law, the non-banking sector can also go as
a factor. We are now allowing them also. Already, the Reserve Bank of India, through the
Special Team Report, has allowed them to pay 25 per cent as ‘maximum interest’. It will swallow
the person’s total capital. Therefore, the industries should be looked in a proper way. While the
Finance Minister is moving this Bill, | request that small-scale industries which are having Rs.1.5
crores should be exempted from paying the excise duty to that extent. This was done ten years
before. Now, the price is heavily going up; the rupee value is going down. At this juncture, 1.5
per cent is a very, very small amount. Therefore, the exemption limit of Rs.3 crores should be
increased, in the coming Budget, to, at least, Rs.5 crores so that the small and medium scale

industry people can benefit from that.

Similarly, Sir, the banks which are now lending to small scale industries are not giving
concessions even in factor matters even though the banks are having the factoring system.
It is prevailing in all the commercial banks now. Public sector banks are also giving it, but
they insist on giving further security for that purpose, more than this factor. Even though the
present law is coming into force, they are not agreeing for receivables alone. They ask for
more security from the enterprises. So, this factor should also be noted and they should
not be compelled to give further security. It is not possible for the small-scale industry people to

come out with that.

Sir, many of the concessions are taken away from them by the medium scale industries.
Wherever they go for having commercial loans, in any bank, they are getting the priority, leaving

out the tiny, small-scale industry people. Therefore, a separate reporting system should be
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followed in all the public sector banks, assessing how much the tiny sector is benefited, how
much the small-scale industry is benefited and how much the medium-scale industry is allowed
to gain from that. Overall, SMEs are benefited by many crores. That is the reporting system.
Now, the banks are following it. It should be seen that the tiny sector is given priority, that the
small-scale sector is given priority while giving loans. If we do that in a proper way, we can see
that these people are employed properly. This is the greatest benefit we can give and help them
in solving the unemployment problem because a large portion of the working force is now
employed here. Now, there are some new things also coming up from the UPA-Il Government,
that people who are interested in buying a small scale industry even from any other country, can
go there; banks are lending money for that purpose. Many concessions are also given by the
Government. Therefore, very encourageable things are coming. In a similar way, the cloud
banking system is there; IT services are available now for the small scale things. These are all
things done by the UPA Government. It is bringing the enactment separately for this purpose.
For the protection of small scale industries, laws are coming one after another. There were
several losses being exempted. That means, parallely, they can also enjoy through that law also.
Hence, the intention of the Government is very clear, bona fide. But, at the same time,
execution is done through SIDBI (Small Industries Development Bank of India). They are giving
protection to the subordinate banks by giving security to them. But for industries which are going
down, down, those financial institutions are all increasing the interest burden. That should not be
done. It should be reasonable service charges alone. That should also be regulated by the
Reserve Bank. It is appreciable. But we don’t understand as to how much burden the Reserve
Bank can take like this. When already the cooperative banks are being looked after by the
Reserve Bank, if this type of small factoring is also going to be looked after by the Reserve Bank
of India, it will be humanly impossible. So, we have to create an institution within the Reserve
Bank so that this type of multiple agencies are supervised properly. The Government has
brought a very good enactment. When the cooperative banks are not able to discharge their
obligations, the Reserve Bank will take over it. People thought that finance flow would also come
from the Reserve Bank. But it is happening the other way. The total banking business is frozen.
Therefore, the cooperative banks are closed down. The cooperative banks could not come up
with more capital. They do not get any more business. They are dried up. Finally, the State
Governments come to their help and they are under compulsion to give the money. Therefore,
the Reserve Bank supervision is good. We have to appreciate it. A small institution should be

built within the Reserve Bank so that these type of problems can be addressed. Then only can
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this type of enactment give more supervisory powers to the Reserve Bank and the small and tiny

banking system can be followed properly. Thank you.

THE VICE-CHAIRMAN (PROF. P.J. KURIEN): Thank you, Dr. Natchiappan. Shri Ganga
Charan. He is not present. Dr. Ashok Ganguly.

DR. ASHOK S. GANGULY (Nominated): Sir, | think that this is a very important and critical
Bill, and | fully support it. It might not have worked in the past for various reasons. But the small
and medium scale industries, tiny industries and the farming sector are at the mercy of big
corporations. | have seen the status of small, medium and tiny scale sectors during my life-time.
The large companies are really not bothered about the 30-day payment, the 60-day payment
and the 90-day payment. So, they are at the mercy of large corporations. There is a slight
difference from the indigo planters of Champaran because there the exploitation of India by the
British was not hidden. Factoring was an instrument of exploitation. Now, factoring which the Bill
is proposing, and the hon. Minister may correct me, is really emerging as an NBFC basically.
This is a very important class of NBFC because it can’t be a secondary or tertiary business of an
existing organisation. Therefore, NBFCs dedicated to factoring require a critical mass.
Therefore, the Reserve Bank can define and the Act can require that unless you have a critical
mass of managing a certain amount of loan — it is not really loan —or dues, you will not have
the professional expertise to manage it. So, hon. Minister, it is a very important legislation that
you have brought in at a critical time. If it has not worked in the past, there is no reason to think
that it will not work in the future. Therefore, we have to make sure that we do everything not to
commit the same mistakes of the past. The regulatory agency has the overall supervision. Like
the banking supervision, factoring supervision Act will enable the Reserve Bank to get resources
in order to monitor the factoring agencies. We want the factoring agencies to work rather than to
supervise the factoring agencies. Our job is to enable them to be successful so that the small
and the medium scale industries and the tiny industries can thrive. It is the real problem and it is
the real challenge. The timing of the Bill is very critical and we can all support it. But it will be the
responsibility of the banking division of the Finance Ministry and the Reserve Bank of India.
Eventually, | think a suggestion has been made, which is eminently worth pursuing that it must
be incorporated, if possible, in the new Companies Act so that large companies are forced to
publish in their annual report the payment record to small, medium and tiny industries. This must
be recorded because without such a record neither the shareholders nor the small scale
industries will have a chance to know that this attention is not being paid. The hon. Member has
said that this factoring or NBFCs could be one of the important instruments to spread the system

of giving relief to the farming sector. My request through you, Mr. Vice-Chairman, Sir, to the
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hon. Minister is to give a serious thought to it because as a part of spreading the banking system
to the rural sector this might become an important NBFC in order to be dedicated to factoring in
the rural sector as well. | know that we are running out of time. | am very grateful to you for
having given this opportunity to me. | have watched with dismay all through my life not only
companies but also political parties giving responsibilities for their future to other countries and
other parties. Therefore, we can come and give lectures here. But the time has come that India
does something. | am very grateful and | compliment the Finance Ministry for thinking about the

new NBFCs. Thank you.

SHRI V.P. SINGH BADNORE (Rajasthan): Sir, | stand to speak on the Factoring Regulation
Bill, 2011. This concept of the small and medium industries came from Japan. Japan is one
country which has really developed because of small and medium enterprises. This concept has
come from there. They saw to it that the assigners and the assignees have an arrangement
where they must make the payment in time. Now this was not happening here. The small and
micro industries do get into such problems. They already have this working capital problems.
They have borrowed from the banks to set up an industry. Then it is different from ancillaries. Let
us not confuse the ancillaries with the small and medium industries. Ancillaries have a system
where they develop a product for the bigger industries. Like, it is done in the car industry. Now
they say, let us get the shock absorbers from there; let us get these small little nuts from here;
let us get some instruments from here and all that. Those are the ancillaries which they get. But
it is in different small factories which they have to supply to a lot of people. Those are small little
industries. Let us say, they are set up in one small little town. They cannot supply to Chennai or
Kolkata and all that. So they have these factory agents. Even their marketing is done by them
because they are the sort of people who are in the middle. But when it comes to payments,
those people, with all their influence, may not be able to get money for the small industries and
then they get into trouble. When it comes to that level, it is where the problem starts. The
Ministry tried to do this in 2003 and 2006. But there was no penalty. This time the penalty is so
much and this is the penalty which is really going to get them the money in time; otherwise, they
say they will get in three months, six months or nine months. So, not getting the money is a big
problem for them. After that, when they don’t get it, then, they have to close the shop. And,
the problem is there for the Central banks as well. So, the banking system is also involved in
it, and | am sure that they must have put pressure on the Ministry that it is not factories alone
which would get into trouble, but they would also get into trouble, because if a factory is closed

down, then, their loans get written off. So, there is the pressure, and the hon. Minister may not
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have give in to the pressures from the small industries, but they have yielded to the pressures
from the banking sector. The banking sector has said, “If you don’t do it, then, we are in
trouble.” | am happy that the Government has done it, and it is not only good for the banking
system, but also for the small and medium industries as well as the ancillary units because they
also have the same problem. | am happy that this Bill has come about, and | am sure that, even
though it did not work in 2003 and 2006, but, with the penalty that has been levied, it will work

now. Thank you.
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SHRI NAMO NARAIN MEENA: Sir, at the outset, | would like to thank all the hon. Members,
who have participated in the debate, for their valuable observations, suggestions and
support. Before responding to specific issues raised by the hon. Members, | would like to
place on record a few facts about the Bill, which will also address some of the issues raised by

them.

The industrial and commercial units—particularly micro, small and medium enterprises—
face serious liquidity crisis because of delayed or non-payment of their legitimate dues by the
debtors—which means wholesalers or purchasers of goods—adversely affecting their
production cycle and capacities. To address the issue, a specific cause,—the interest on
delayed payments to small-scale and the ancillary industrial undertakings—the Act of
1993, made it mandatory for the buyer to pay to small-scale industry promptly, failing which he
was required to pay interest to the supplier. However, the Act was repealed by the Micro,
Small and Medium Enterprises Development Act, 2006, after the substantive provision of
the Act of 1993 was suitably incorporated in the Act of 2006. The MSME Act also did not
adequately improve the situation of delayed payments to MSMEs. Factoring, globally, is
one of the mechanisms to address the issues of resource constraints, delayed payment from
buyers of goods, and receivable management for the MSME sector. Various expert
committees—such as the Study Group constituted by RBI in 1988, chaired by Shri C.S.
Kalyanasundaram, and the Prime Minister’s Task Force on MSME of 2010—recommended the
development of factoring services for small-scale industries through policy and legislative

prescriptions.
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In view of these recommendations made by various committees, and after wider
consultation process, the Government decided to enact a comprehensive legislation to provide
for and to regulate the factors, the factoring transaction and also to clarify the role and
responsibilities of parties in a factoring conclave. This will, in turn, help in mitigating the problems
of delayed payments to industrial and commercial units, especially MSME units. The enactment
of this legislation would increase the liquidity position and access of MSME sector to credit

facilities, thereby increasing economic growth and employment.

Sir, now, | would respond to some of the queries or the issues raised by the hon. Members.
Initiating the discussion, Shri Rajiv Pratap Rudy raised the issue as to why the debt is structured
only for big corporates. Sir, the RBI has directed the banks to consider restructuring for
MSMEs also, who are normally banking with a single bank. The CDR Scheme is for corporates
having loans of Rs.10 crores and above from more than one bank. That is why this Scheme is

prevalent.

Sir, several hon. Members, including Shri Rajiv Pratap Rudy, Shri Ganga Charanji raised a
number of relevant issues, such as, inflation, loans to farmers, deficit, monetary policy, interest
rates, fall in industrial production, Food Security Bill, FDI, Indian companies investing abroad,
corruptions, NPAs, restructuring of loans, etc. | have noted all those issues; and we will look into

these issues.

Sir, Shri Narendra Kumar Kashyapji has said that there was a confusion about the word
‘factor’ in the Bill, and wanted to know whether the aartiyas are covered in this Bill or not. Sir,
there is no confusion at all in the Bill. About the subject matter of this Bill, the word “factor’ is
defined in sub-clause (|) of Clause 2 of the Bill, which says, “The activities of the commission

|

agents for sale of agriculture goods or produce are not included in this Bill”. This was done on
the recommendation of the Standing Committee on Finance. This is clarified in sub-clause (j) of

Clause 2 of this Bill.

Sir, hon. Member, Shri Tapan Kumar Sen raised various issues. One was, why should the
MSME sell receivables and pay commission. The factor will pay the commission to the MSME.
The factor will pay the MSME, and recover the receivables from all buyers, including big
corporates. Factoring is an instrument used all over the world. Then, he again raised the issue
as to what is the protection available that the factoring companies would not exploit the MSE
units. The factor would be regulated by the RBI. All the factors will have to register themselves
with the RBI. Sub-clause (v) of Clause 3 of the Bill states that the factors would be governed by
the RBI rules, regulations, directions and guidelines. The earlier Acts of 1993 and 2006 were not
fully effective, as there was no comprehensive legal framework for the provision of financing

facilities to MSE sector. Now, all these legal provisions and penalties are there.
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He also raised a question that the provisions of Clause 8 and Clause 18 of the Bill are not
necessary. Sir, this is not so and | would like to inform that so far as clause 18 of the Bill
is concerned, a proviso has been added on the recommendation of the Standing Committee
on Finance to protect the interests of the debtors as it will enable the debtors to claim any
losses on account of the defective goods or short supply from the assignee. There is no
inconsistency in Clause 8. Hon. Shri D. Bandyopadhyayiji raised the issue that the risk of non-
payment should be on factoring. The Bill provides for transfer of risk of non-payment to the
factor. It also provides for loans against security of receivables in which in which case risk of the
default is on ...(Interruptions)... Hon. Member, Mahendra Mohanji raised an issue about
stamps. XS0 RGN T BISHT T A8] BIeH? Pls HSHS ol I8 & T 78] o 38 87

Sir, in this regard my reply is, yes, as the official amendment was introduced in Lok Sabha to

add a new amendment to the Schedule to exempt factoring relating transactions from the
stamp duty and a new Section 8(d) will be added to the Indian Stamp Act, 1899 after this Bill
is passed by both the Houses. After that it is all exempted. Sir, this Bill has been passed by
the Lok Sabha. Therefore, with these words, | commend this Bill for the consideration of the

House.

SHRI TAPAN KUMAR SEN: Sir, | have only a small clarification to seek. The hon. Minister
has just told that like the corporates there is a provision for restructuring the debt of the SMEs. |
request him to give these details here of at least last five years after the passage of the Bill in
2006 of micro and small enterprises. How many SMEs have got the facility of debt restructuring?

Sir, | shall be thankful if you could kindly lay it on the Table of the House.

SHRI NAMO NARAIN MEENA: Sir, the policy of the banks regarding structuring is already
there for all account holders. ...(Interruptions)... | will not be able to tell the details now.

...(Interruptions)... We will give you the details later. ... (Interruptions)...

THE VICE-CHAIRMAN (PROF. P.J. KURIEN): Okay, he has promised to give the

details.
Now the question is:

That the Bill to provide for and regular assignment of receivables by making provision for
registration therefore and rights and obligations of parties to contract for assignment of
receivable and for matters connected therewith or incidental thereto, as passed by Lok

Sabha be taken into consideration.

The motion was adopted.
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THE VICE-CHAIRMAN (PROF. P.J. KURIEN): We shall now take up Clause By Clause

consideration of the Bill.
Clauses 2 to 35 and the Schedule were added to the Bill.
Clause 1, the Enacting Formula and the Title were added to the Bill.
SHRI NAMO NARAIN MEENA: Sir, | beg to move:
That the Bill be passed.

The question was put the motion was adopted.

MESSAGE FROM LOK SABHA
The Academy of Scientific and Innovative Research Bill, 2011

SECRETARY-GENERAL: Sir, | have to report to the House the following message received
from the Lok Sabha, signed by the Secretary-General of the Lok Sabha:

lin accordance with the provisions of rule 101 of the Rules of Procedure and Conduct of
Business in Lok Sabha, | am directed to inform you that the following amendments made by
Rajya Sabha in the Academy of Scientific and Innovative Research, 2011 at its sitting held on
the 21st December, 2011, were taken into consideration and agreed to by Lok Sabha at its
sitting held on the 27th December, 2011:-

CLAUSE 9
1. That at page 7 forline 7, the following shall be substituted, namely:-
“(2) The Academy shall make”
2. That at page 7, line 11, after the word “citizens”, the following shall be inserted,

namely :-

“and any exemption from making such reservation under the proviso to clause (b) of
section 4 of the Central Educational Institutions (Reservation in Admission) Act, 2006 shall

not be applicable to this Academy.”

THE VICE-CHAIRMAN (PROF. P.J. KURIEN): The House stands adjourned to meet
tomorrow at 11.00 a.m.

The House then adjourned at five minutes past five of the Clock till

eleven of the clock on Monday, the 28th December, 2011.
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