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From CoNVENIENCE TO BURDEN: THE CasE oF SIP
MANDATES AND UNEXPECTED PENALTY FEES

J. Sahaya Shabu*

Abstract This case explores the issue of excessive charges imposed on retail investors for failed Systematic Investment Plan (SIP)
transactions by financial institutions. It highlights how regulatory changes have mandated SIPs to be authorized directly from bank
accounts, leading to unintended financial penalties when transactions fail due to insufficient funds. The analysis discusses the lack of explicit
authorization for multiple transaction attempts, the disproportionate nature of penalty fees, and the potential exploitation of this system by
financial entities. The case concludes with a call to action for investors to monitor their accounts diligently, seek transparent information from
financial platforms, and advocate for fairer penalty systems to protect their interests and maintain trust in the financial system.
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INTRODUCTION

Retail investors are increasingly opting for Systematic
Investment Plans (SIPs) as a method to systematically
invest in mutual funds over time. SIPs offer the advantage
of automation, allowing investors to contribute fixed
amounts at regular intervals (monthly, quarterly, etc.),
thereby facilitating disciplined savings and investment. This
approach is favored for its ability to mitigate the impact of
market volatility through rupee cost averaging.

Typically, investors utilize online investment platforms to set
up SIPs, such as those offered by various financial service
providers. These platforms facilitate seamless transactions by
automating the process of debiting funds from the investor’s
bank account and allocating them to selected mutual funds.
This method simplifies the investment process, making it
accessible to a broader spectrum of retail investors who seek
to build wealth steadily over time.

The popularity of SIPs has grown due to their flexibility and
ease of use, allowing investors to start with small amounts
and gradually increase their investments as their financial
situation improves. This systematic approach aligns with
long-term financial goals, such as retirement planning,
wealth accumulation, and achieving financial milestones.

Despite the benefits, investors need to be aware of potential
challenges, such as transaction fees, penalties for insufficient
funds, and the importance of maintaining adequate liquidity
in their bank accounts to avoid disruptions in their SIPs.
These considerations underscore the importance of financial
literacy and careful planning when participating in SIP
investments.
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THE ISSUE

Recently, a concerning trend has come to light regarding
SIP transactions, specifically the imposition of substantial
charges by banks in cases of transaction failures. This
issue underscores a significant financial burden placed on
investors, often without their full understanding or consent.

Systematic Investment Plans (SIPs) are designed to facilitate
regular investments into mutual funds, providing retail
investors with a disciplined approach to wealth accumulation.
Investors typically authorize these transactions through
their financial institutions or online platforms, such as those
offered by brokerage firms or mutual fund companies.

However, a critical issue arises when these SIP transactions
fail due to insufficient funds in the investor’s linked bank
account on the scheduled date. In such instances, banks
have been observed to levy penalties under various names,
such as Electronic Clearing Service (ECS) return charges
or Non-Sufficient Funds (NSF) fees. These charges can be
disproportionately high, often ranging from hundreds to
thousands of rupees per failed transaction attempt.

What makes this situation particularly concerning is the lack
of explicit consent or awareness from investors regarding
the potential for such penalties. Many investors are caught
off guard when they discover these charges deducted from
their bank accounts, sometimes in significant amounts that
overshadow the initial investment intended for their SIPs.

Furthermore, the justification provided by banks for these
penalties often equates SIP failures with bounced checks
or failed payments, which traditionally incur penalty
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charges due to the potential inconvenience caused to the
receiving party. However, in the context of SIPs, the funds
are intended solely for the investor’s own benefit, not for
external payments or obligations. This discrepancy raises
ethical questions about the fairness and transparency of
these banking practices.

Moreover, the lack of clear communication from banks
and financial institutions regarding the potential penalties
associated with SIP failures exacerbates the issue. Investors
may not fully comprehend the financial risks involved in
setting up SIPs, particularly the potential for unexpected
charges that can erode their investment returns over time.

DESCRIPTION OF THE CASE

The individual, a seasoned investor, has been managing
Systematic Investment Plans (SIPs) for several years through
an online investment platform. Their investment process was
straightforward: funds were deposited into the platform, SIP
orders were set up, and transactions were executed based on
the availability of funds on scheduled dates, free from any
penalties for failed transactions.

However, recent regulatory changes mandated SIPs to be
authorized directly from bank accounts through specific
mandates. Subsequently, the investor established four
mandates for their SIPs, each designated for different
categories of mutual funds.

Incident

Recently, the investor noticed an unexpected charge of
6400 INR debited from their bank account, labeled as “ECS
return charges, including GST.” Confused by this charge, the
investor promptly contacted their bank’s customer service
for clarification.

The bank explained that these charges were incurred due
to insufficient funds during the scheduled SIP transactions.
Each instance of insufficient funds resulted in charges being
applied to the account, causing financial inconvenience to
the investor.

Breakdown of Charges

Each failed transaction attempt resulted in a charge of
550 INR. Due to insufficient funds, multiple attempts
(approximately four per SIP) were made by the investment
platform. Consequently, the investor accrued charges
amounting to 550 INR per failed attempt, totaling 6400 INR.

Analysis

Lack of Explicit Authorization: There was no clear consent
given for multiple retry attempts on SIP transactions. The
investment platform’s repeated efforts resulted in escalated
charges.

Excessive Penalty Fees: The penalty of 550 INR per failed
attempt appears disproportionate. In comparison, credit card
declines typically do not incur such substantial fees.

Potential for Exploitation: Financial entities may exploit
this process by initiating multiple transaction retries, leading
to significant financial penalties for investors.

Response and Resolution

A complaint was filed with the regulatory authority, resulting
in a refund of charges by the bank as a gesture of goodwill.
However, the bank’s stance remains that each SIP failure is
handled akin to a bounced check, justifying the imposition
of high penalties.

Key Takeaways

Investors must ensure they have sufficient funds in their
accounts before the scheduled SIP dates to avoid incurring
penalties. It is essential for investors to regularly monitor
their balances and set reminders to ensure funds are available
for the automated transactions.

Regulatory clarity is crucial in this context. Financial
platforms and banks should provide explicit communication
regarding the implications of failed SIP attempts, including
any potential charges. This transparency will help investors
make informed decisions and avoid unexpected fees.

Moreover, ethical banking practices must be upheld. Treating
SIP failures as bounced checks is inappropriate since the
funds are moving within the investor’s accounts for their
benefit. Banks and financial institutions should adopt fair
practices that do not unfairly penalize investors for issues
like insufficient funds, which can discourage systematic
investing and harm investor trust.

Call to Action

This Case serves as a call to action to raise awareness about
the issue of excessive charges on SIP transactions. It is
crucial for all retail investors to take proactive steps:
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Firstly, maintain regular monitoring of your bank account
balances, especially around scheduled SIP transaction dates,
to ensure adequate funds are available.

Secondly, seek clear and comprehensive information from
your financial platforms regarding SIP mandates, including
details on potential charges for transaction failures.

Lastly, share this knowledge within your networks and
communities to help others avoid falling victim to similar
financial traps. By spreading awareness, we can collectively
advocate for fairer practices and transparency in financial
transactions, safeguarding the interests of all investors.

CONCLUSION

The issue of excessive charges for failed SIP attempts
underscores the urgent need for banks and financial platforms
to adopt transparent practices and fair penalty systems. These
charges not only discourage systematic investing but also
unfairly penalize investors, particularly those with limited
financial resources. Such penalties can significantly erode
the returns intended for long-term investments, thereby
undermining the fundamental purpose of SIPs in wealth
creation and financial planning.

It is imperative to address this issue comprehensively to
safeguard the interests of retail investors and uphold trust
in the financial system. Banks and financial platforms must
provide clear and accessible information regarding SIP
mandates and associated charges. Additionally, there should
be efforts to streamline penalty frameworks to ensure they
are proportional and reasonable, reflecting the actual costs
incurred rather than disproportionately burdening investors.

By advocating for fairer practices and transparency in
financial transactions, we can empower investors to make
informed decisions and protect their financial well-being.

This collective effort is essential for fostering a supportive
environment for systematic investing, promoting financial
inclusivity, and reinforcing trust between investors and
financial institutions.
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