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Growth or IDCW: Which Mutual Fund Option Should You Choose?

When investing in mutual funds, investors often focus on selecting the right fund based
on its past performance, investment strategy, and risk profile. However, another
important decision is choosing between the Growth option and the Income
Distribution cum Capital Withdrawal (IDCW) option.

Both options invest in the same mutual fund portfolio when they belong to the same
scheme and plan. The primary difference lies in how the returns are reflected and
distributed to investors.

Understanding this distinction can help investors make informed decisions based on
their financial goals, income requirements, and investment horizon.

1. What Is the Growth Option?

Under the Growth option, the income and gains generated by the mutual fund remain
invested in the scheme rather than being distributed to investors. These returns are
reflected in the fund's Net Asset Value (NAV).

As the investment grows over time, the value of the investor's holdings can increase,
depending on the fund's performance. Investors generally realise these gains when they
redeem their units.

Example:

Suppose an investor invests X1,00,000 in a mutual fund under the Growth option. If the
investment earns a hypothetical annual return of 10%, the value after one year would
be approximately X1,10,000, assuming the return is realised and ignoring taxes and
other applicable considerations.

If the investment continues to grow at the same hypothetical rate, the amount could
increase to approximately X1,61,051 after five years.

This illustrates the effect of compounding: returns remain invested and can generate
further returns over time. Actual mutual fund returns are market-linked and will
fluctuate.

Who Should Consider the Growth Option?
The Growth option may be suitable for investors who:
o Want to build wealth over the long term.

o Are investing towards goals such as retirement, children's education, or
purchasing a home.
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o Do not require regular distributions from their investments.
o Prefer to keep their investment returns invested rather than receive payouts.

For investors focused on long-term wealth creation, the Growth option can be a
convenient way to allow returns to compound within the investment.

2. What Is the IDCW Option?

IDCW stands for Income Distribution cum Capital Withdrawal. It is an option under
which a mutual fund may distribute an amount to investors from time to time, subject
to the availability of distributable surplus and the scheme's distribution decisions.

Unlike interest from a fixed deposit, IDCW distributions are not guaranteed. The mutual
fund does not promise a fixed rate of income or a predetermined payment schedule.

An important point to understand is that an IDCW distribution is not necessarily
equivalent to profit earned by the investor. The amount distributed may include income
and realised gains, and distributions can involve capital withdrawal. Following a
distribution, the scheme's NAV generally falls by approximately the amount distributed
per unit, adjusted for market movements and other factors.

Example:

Suppose an investor holds mutual fund units worth %1,00,000 under the IDCW option.
The scheme subsequently declares a distribution of 5,000.

The investor receives 35,000, subject to applicable taxes, and the value of the remaining
investment generally reduces by a corresponding amount due to the distribution, all else
being equal.

Therefore, the distribution should not be viewed as an additional return over and above
the value of the investment. The investor must consider both the payout received and
the value of the remaining units when evaluating the overall investment outcome.

Who Should Consider the IDCW Option?
The IDCW option may be considered by investors who:
o Prefer receiving distributions when the mutual fund declares them.
« Have a specific use for the cash received.
e Understand that the amount and frequency of distributions are not guaranteed.

e Are comfortable with the effect of distributions on their remaining investment
value.
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Investors should remember that IDCW distributions may not be sufficient to meet

regular expenses because their amount and timing can vary.

3. Growth vs. IDCW: Understanding the Key Differences

Feature Growth Option IDCW Option
Treatment  of | Returns remain invested in the | The scheme may distribute
returns scheme. amounts to investors.
Regular  cash | No distributions under this | Distributions may be made when
flow option. declared.
. Returns can compound within | Distributions reduce the amount

Compounding . o

the investment. remaining invested.

Reflects the value of the | Generally falls by  the
NAV investment and accumulated | distribution amount, all else

returns. being equal.
Income No regular income is | Distributions are not guaranteed
certainty provided. in amount or frequency.
Typical Long-term wealth | Receiving distributions when
objective accumulation. declared.

Tax generally arises when | Distributions are  generally
Tax treatment | units are redeemed, subject to | taxable in the investor's hands,

applicable rules. subject to applicable rules.

4. Which Option Is More Tax-Efficient?

Taxation is another important consideration when choosing between Growth and
IDCW.

Under the Growth option, investors generally pay tax when they redeem units,
depending on the type of mutual fund, the holding period, and the applicable tax rules.
This allows investors to retain returns within the investment until redemption.

Under the IDCW option, distributions are generally taxable in the hands of investors at
their applicable income-tax rates. Consequently, investors may incur a tax liability even
when they do not redeem their mutual fund units.

The actual tax treatment depends on the scheme category, the nature of the transaction,
and the prevailing tax provisions. Investors should consider their individual tax
circumstances before choosing an option.
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It is important to remember that taxation should not be the only factor determining an
investment decision. The investor's need for cash flow, investment horizon, and
financial objectives should also be considered.

5. Can Investors Create Regular Income Through the Growth Option?

Yes. Investors who need periodic cash flow may consider a Systematic Withdrawal Plan
(SWP) under the Growth option, subject to the scheme's terms and conditions.

Under an SWP, the investor redeems a specified amount or number of units at
predetermined intervals. This can provide a structured way to withdraw money from an
investment.

However, an SWP is not guaranteed income. Withdrawals during periods of poor market
performance can reduce the investment corpus, and excessive withdrawals may deplete
it over time.

An SWP and IDCW are therefore different mechanisms: an SWP involves the
redemption of units by the investor, while IDCW distributions depend on the mutual
fund scheme's distribution decisions.

Investors seeking regular income should evaluate the withdrawal amount, investment
horizon, portfolio composition, and sustainability of their withdrawals before choosing
an approach.

Conclusion: Choose According to Your Financial Goals

There is no single option that is best for every investor. The right choice depends on
how an investor intends to use the money and whether they require distributions from
their investment.

For investors focused on long-term wealth creation, the Growth option may be a
suitable choice. It allows returns to remain invested and potentially compound over
time.

For investors who prefer to receive distributions when declared, the IDCW option may
be worth considering, provided they understand that such distributions are neither
assured nor equivalent to guaranteed income.

Investors who require regular cash flow may also evaluate an SWP under the Growth
option as an alternative.

Ultimately, selecting between Growth and IDCW should be part of a broader investment
plan that considers financial goals, risk tolerance, liquidity requirements, taxation, and
investment horizon.
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Regards,
Trina Dutta
Research Executive, Wishlist Capital

* Mutual funds are subject to market risks. Please read all scheme-related documents carefully
before investing. Past performance does not indicate future results. Investments are subject to
market fluctuations, and there is no assurance of returns.
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