Micro, Small & Medium Enterprises Development (MSMED) Act 2006 

Central Govt. decided to bring into India, the concept of Small and Medium Enterprises in the place of small-scale sector, as per the suggestions by the western giants through WTO. The MNCs who had invested in India also favoured such a move, since the small scale of the foreign land would not fit into the small-scale definition in India and that they can not come into India and claim concessions from Govt. 

This pressure from outside made Govt, of India propose SME Bill in 2003. When the draft bill came into the knowledge of the small scale NGOs, there was wide-spread denouncement of the same from the Associations all over India. The Govt. then constituted a Parliamentary Committee to travel through India and meet SSI stalwarts to know their views and to submit a report with remedial suggestions. 

The MPs were all unanimous in accepting the objection of the SSI sector on the total neglect of the welfare of the Tiny sector in the proposed Bill, in which the sector was treated at par with Medium Scale Units with investment of Rs. 10 Crores. All clamoured that the Tiny sector should find a separate place in the Act with special benefits. 

Based on the recommendations of the Parliamentary Committee, the old SME bill had been rechristened as MSMED Act. The first letter “M” here stands for “Micro”, which is same as the old “Tiny”. 

The MSMED Act was passed in the Parliament in May 2006 and gazetted in July. The date of effectuation is yet to be notified. 

The important clauses of the Act are renderd hereunder: 

Chapter I : Contains Title and definitions.

Chapter II : Describes the National Board. The board comprises of 47 members out of which 20 will be Industry Association members. 

Chapter III: It gives the classification of Enterprises as under:

1. Manufacturing Enterprises:

(a) Micro: Investment in plant and M/c: Upto Rs, 25 lakhs (Old Tiny) 

(b) Small:  Investment above 25 lakhs, upto 5 Crores
(c) Medium: Investment above 5 Crores, upto 10 crores
2. Service Enterprises:

(a) Micro: Investment upto Rs. 10 lakhs

(b) Small: Investment above 10 lakhs, upto 2 Crores
(c) Medium: Investment above 2 Crores, upto 5 crores
Section 8(1)(a) under Chapter III, provides for registration of Enterprises with Govt. Here it is provided that Micro or Small Enterprises can file memorandum with the State Govt., at its discretion. This means that the existing procedure of SSI registration with Director of Industries is not compulsory. 

But what is the benefit or otherwise of such discretion? Whether by refraining from filing Memorandum, the Micro and Small units will lose the benefits of MSE policies?

Chapter IV: Touches upon Promotion and development policies for MSMEs to be announced later in the mattes like Credit, Purchase preference by Central and State Govts, and Depts etc.

Chapter V is the most important chapter in the Act, which replaces the existing Delayed Payment Act. It is an excellent piece of legislative provision that is going to strut the great fall of the Micro and Small Enterprises that are chronically suffering from non-payment menace from their shylockian buyers.

Some of the most commendable provisions are:

· The maximum credit period permissible under agreement between the supplier and the buyer is 45 days (Sec 15)

· For default beyond the permissible credit period or in the absence of any credit agreement, from the date of delivery of goods, a penal interest at 3 times the bank rate notified by RBI, shall be payable at compound rate calculated on monthly rests. (Sec 16)

· One or more Micro and Small Enterprises Facilitation Councils will be constituted by the State Govts., comprising of minimum 3 members and maximum 5 members consisting of Director of Industries, MSE Associations, Banks and Persons with special knowledge in Industry, Finance etc. (Sec 20 & 21)

· The Council will first conciliate for amicable settlement. On failure, it shall arbitrate and give Award. [Sec 18 (2) & (3)]

· The Council will have jurisdiction to act in a dispute between the supplier within its jurisdiction and a buyer located anywhere in India. [Sec 18(4)]

· The petition filed shall be decided within 90 days by the Council. [Sec18(5)]

· For appeal against the Award of the Council, appeal will lie before appropriate judicial Courts. It is mandatory to deposit 75% of the Award amount in the Court for preferring the appeal. Pending disposal of the appeal, the Court has discretion to release suitable part of the deposit to the supplier, depending on the dire financial need of the supplier. (Sec 19)

· In the audited accounts of the buyer, details of defaulted amounts, penal interest paid or payable etc have to be furnished. Further under IT Act, the default-interest amounts shall not be allowed as deduction. (Sec 22)

· The delayed payment provisions in the Act shall apply notwithstanding any contrary provisions existing under any other Law. (Sec 24)

Section 25 under Chapter V provides the Exit Policy Scheme for MSE to be notified by Central Govt. within one year of implementation of the MSMED Act.  

Chapter VI: It contains miscellaneous provisions like appointment of officers with specific powers for enforcing the provisions of the Act.   

Section 27 of this chapter specifies punitive action for contravention of the clauses of the Act.  Units which fail to file memorandum [where it is mandatory under Sec. 8(1)] and those who fail to furnish demanded information [under Sec. 26], shall be punishable with Fine of Rs. 1000 to 10000 in the former case and Fine of minimum Rs. 10000 in the latter case. 

Section 29 of this chapter empowers the Central Govt. to make Rules to carry out the Act and pass them in Parliament. 

Section 30 empowers the State Govt. to make Rules to carry out the Act, which includes formation of Facilitation Council and pass them in the Assembly.

Section 31 specifies that difficulties arising in giving effect to the provisions of the MSMED Act shall be removed by releasing specific Orders in Official Gazette within 2 years of commencement of the Act and passed in the Parliament. 

Section 32 says that the existing Delayed Payment Act is repealed. However all proceedings continuing as on date under the old Act shall be deemed to have been done under the new MSMED Act. 

The MSMED Act enacted as above is largely a good piece of legislation. We have to wait for the various policy announcements based on the broad outlines of the Act, to be made out by the Centre and the States in order to know  whether history is being made in the cause of small scale sector.  

