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A Systematic Withdrawal Plan (SWP) is an important feature within mutual funds that helps 
investors convert accumulated investments into a planned stream of periodic withdrawals. 
Instead of redeeming the entire investment at once, SWP allows gradual access to funds while the 
remaining balance continues to stay invested and remains subject to market performance. This 
approach may be considered for retirement income, supplementary cash flow or meeting 
scheduled financial needs though the amount received and the longevity of withdrawals depend 
on market returns, withdrawal rate and other investment related factors. 

Key Takeaways 

• SWP in mutual funds enables systematic withdrawal from an existing investment while the 
remaining corpus continues to stay invested. 

• The number of units redeemed depends on the withdrawal amount, NAV and chosen 
withdrawal frequency. 

• SWP may be commonly used for retirement income, supplementary cash flow and 
planned financial expenses. 

• Returns and withdrawal sustainability are not guaranteed and remain subject to market 
performance, taxation and inflation. 

• Choosing an appropriate withdrawal rate, reviewing the plan periodically and maintaining 
an emergency fund can help improve long term sustainability. 

What is SWP in mutual funds? 

A Systematic Withdrawal Plan (SWP) is a withdrawal facility available to investors in mutual funds 
that allows them to redeem a fixed amount from their investment at chosen intervals such as 
monthly, quarterly or annually while the remaining balance continues to stay invested and 
remains subject to market performance. Instead of redeeming the entire corpus at once, SWP 
enables gradual access to invested funds and can help meet planned cash flow needs including 
retirement income or regular expenses. The amount received and the duration for which the 
investment lasts depend on the scheme’s performance, withdrawal rate and prevailing market 
conditions therefore returns are not guaranteed. 

How Does an SWP Work? 

In a Systematic Withdrawal Plan (SWP) investors redeem a fixed amount from their existing 
investment at predetermined intervals. On each payout date the scheme redeems the required 
number of units based on the selected withdrawal amount and the prevailing Net Asset Value 
(NAV). As a result the number of units withdrawn may vary, fewer units may be redeemed when 
market values are higher while more units may be redeemed during periods of lower market 



performance to generate the same withdrawal amount. The remaining units continue to stay 
invested in the scheme and remain subject to market movements which may support potential 
growth over time though returns are not assured. This mechanism highlights the functional 
difference observed in SIP vs SWP where one adds units and the other redeems them. 

SWP example 

Assume an investor holds 100 units at an NAV of ₹100 (total value ₹10,000) and chooses an SWP of 
₹1,000 per month for five months. 

Month 
NAV 
(₹) 

SWP 
Amount (₹) 

Units 
Redeemed 

Units 
Remaining 

Remaining Fund 
Value (₹) 

April 100 – – 100.00 10,000 

May 103 1,000 9.71 90.29 9,300 

June 102 1,000 9.80 80.49 8,210 

July 105 1,000 9.52 70.97 7,452 

August 106 1,000 9.43 61.54 6,523 

Septem
ber 

99 1,000 10.10 51.44 5,092 

Disclaimer - The above example is provided for illustration purposes only to explain the concept of 
Net Asset Value (NAV) and does not represent the actual performance or returns of any mutual 
fund scheme. Mutual fund investments are subject to market risks, and actual returns may vary 
depending on market conditions and other factors.  

Benefits of a Systematic Withdrawal Plan (SWP) 

1. Structured cash flow 

An SWP enables investors to receive withdrawals at regular intervals which can help in planning 
ongoing expenses such as retirement needs or periodic financial commitments. The payouts 
however are subject to the available balance and scheme performance. 

2. Ongoing market exposure 

https://www.kotakmf.com/Information/blogs/sip-vs-swp_


Instead of redeeming the entire investment at once, a portion of the corpus remains invested in 
the mutual fund scheme and continues to participate in market movements offering the 
possibility of future growth though returns are not guaranteed. 

3. Operational flexibility 

Investors generally have the option to modify the withdrawal amount, change the payout 
frequency, pause or discontinue the SWP in line with their evolving financial requirements subject 
to the terms of the scheme. 

4. Tax treatment linked to redemption 

Taxation typically applies only to the units redeemed at the time of withdrawal rather than the full 
investment value which may support more efficient cash flow and tax planning depending on 
individual circumstances and prevailing tax rules. 

5. Encourages disciplined withdrawals 

By allowing periodic access to invested funds, SWP can help investors manage spending in a 
structured manner instead of relying on large, one time redemptions that may disrupt long term 
financial planning. 

SIP vs SWP vs IDCW Option 

SIP (Systematic Investment Plan) - SIP allows investors to invest a fixed amount in a mutual fund 
at regular intervals. It is commonly used during the earning years to gradually build an investment 
corpus through disciplined investing and potential benefit of market participation over time. 

SWP (Systematic Withdrawal Plan) - SWP enables investors to withdraw a chosen amount from 
an existing mutual fund investment at intervals as may be decided by the unitholder/investor, 
while the remaining balance continues to stay invested and remains subject to market 
movements. It is generally considered during retirement or when regular income is required from 
accumulated investments. 

IDCW (Income Distribution cum Capital Withdrawal) option - Under the IDCW option, payouts 
are made only when the mutual fund scheme declares a distribution from its available surplus. 
The amount and timing of such payouts are not fixed and therefore should not be considered 
assured income. 

• SIP is typically used in the accumulation phase to create wealth over the long term 

• SWP is more relevant in the distribution phase where investors seek periodic withdrawals 
from an existing corpus 

• IDCW depends on scheme level surplus declaration rather than an investor defined 
withdrawal schedule 

How to Start an SWP? 



Setting up an SWP in mutual funds generally involves a few simple steps once an investor holds 
units in a mutual fund scheme. 

• First the investor needs to invest in or already have an investment in an eligible mutual 
fund scheme 

• After this an SWP request can be registered by selecting the withdrawal amount, preferred 
payout frequency such as monthly, quarterly or annually and the start date for 
withdrawals 

• Most mutual fund houses offer online tools including an SWP calculator to help investors 
estimate how long the investment may last and how different withdrawal amounts could 
impact the remaining corpus. The availability and terms of the SWP facility may vary 
across schemes and are subject to the applicable scheme documents and regulatory 
guidelines 

When SWP is commonly used? 

A Systematic Withdrawal Plan (SWP) is generally considered when investors require periodic cash 
flow from their existing mutual fund investments while keeping the remaining amount invested 
and subject to market performance. It is commonly used in situations such as 

• Retirement planning - To help create a regular income stream that may support day-to-
day living expenses after active earnings reduce or stop. 

• Supplementary income needs - To provide an additional source of cash flow alongside 
salary, pension or business income. 

• Planned financial goals - To meet scheduled expenses such as education costs, travel, 
healthcare or lifestyle related spending. 

The suitability of SWP depends on individual financial goals, withdrawal rate, investment horizon 
and the performance of the underlying mutual fund scheme. 

Effective Uses of SWP 

To use a Systematic Withdrawal Plan (SWP) in a prudent and sustainable manner investors may 
consider the following 

• Align withdrawals with possible long-term return potential - Keeping the withdrawal 
amount broadly in line with the investment’s expected long term return may help reduce 
the risk of the corpus getting depleted too quickly though returns are not guaranteed. 

• Choose suitable schemes for the income phase - Selecting schemes with relatively 
balanced risk characteristics may support more stable cash flow expectations subject to 
market conditions. 
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• Review withdrawals periodically - Regularly reassessing the withdrawal amount and 
overall investment position can help ensure continued suitability as financial needs and 
market conditions change. 

• Maintain a separate emergency fund - Keeping emergency savings outside SWP linked 
investments can help manage unexpected expenses without disrupting the planned 
withdrawal strategy. 

Limitations to know before starting SWP 

While a Systematic Withdrawal Plan (SWP) can support regular cash flow needs, investors should 
be aware of certain important considerations 

1. Market risk - Returns from mutual funds are subject to market movements and are not 
assured. During periods of weaker performance, the investment value may decline faster when 
withdrawals continue. 

2. Longevity risk - If the withdrawal rate is relatively high compared to the investment’s return 
potential the corpus may get exhausted earlier than expected. 

3. Tax implications - Each withdrawal involves redemption of units which may result in capital 
gains taxation depending on the holding period, type of mutual fund and prevailing tax 
regulations. 

4. Impact of inflation - A fixed withdrawal amount may lose purchasing power over time 
potentially affecting the ability to meet future expenses. 

Taxation of SWP in Mutual Funds 

In a Systematic Withdrawal Plan (SWP), each withdrawal is treated as a redemption of mutual fund 
units. Tax is applicable only on the capital gains portion included in the withdrawn amount, not on 
the full withdrawal. 

The tax treatment depends on the type of mutual fund and the holding period of the redeemed 
units. Gains from equity-oriented and debt-oriented funds are taxed as per the prevailing tax rules 
at the time of redemption. 

Because SWP withdrawals are spread over time, the related tax impact may also be distributed 
across financial years. Investors should assess the tax implications in line with their investment 
horizon, income level and financial goals before opting for regular withdrawals. 

Conclusion 

A Systematic Withdrawal Plan (SWP) is a structured way for investors to access their mutual fund 
investments gradually instead of redeeming the entire corpus at once. By allowing periodic 
withdrawals while the remaining amount stays invested and subject to market performance, SWP 
can support retirement income, supplementary cash flow and goal based financial needs. 
However the sustainability of withdrawals depends on factors such as market returns, withdrawal 
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rate, investment horizon, taxation and inflation. Therefore investors should evaluate their 
financial goals, risk profile and cash flow requirements carefully before opting for SWP in mutual 
funds. 

FAQs 

1) What is the Full Form of SWP? 

SWP stands for Systematic Withdrawal Plan, a facility that allows periodic withdrawal from mutual 
fund investments. 

2) Is SWP a guaranteed fixed income? 

SWP is not guaranteed because returns depend on market performance of the mutual fund 
scheme. 

3) Does SWP redeem only profits or can it redeem principal too? 

SWP redeems units to meet withdrawal amount which may include both gains and invested 
principal. 

4) How are units calculated in an SWP withdrawal? 

Units equivalent to the withdrawal amount are redeemed based on the scheme’s NAV on the 
payout date. 

5) Can SWP be set as monthly, quarterly or annual and changed later? 

Yes, investors can choose withdrawal frequency and usually modify it later as per fund house 
rules. 

6) Can I modify or stop my SWP anytime? 

Most mutual funds allow modification, pause or cancellation of SWP through a request. 

7) Is there any risk in SWP? 

Yes, risks include market volatility, corpus depletion due to high withdrawals, taxation and 
inflation impact. 

Disclaimers 

Investors may consult their Financial Advisors and/or Tax advisors before making any investment 
decision. 

These materials are not intended for distribution to or use by any person in any jurisdiction where 
such distribution would be contrary to local law or regulation.  The distribution of this document 
in certain jurisdictions may be restricted or totally prohibited and accordingly, persons who come 
into possession of this document are required to inform themselves about, and to observe, any 
such restrictions. 
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MUTUAL FUND INVESTMENTS ARE SUBJECT TO MARKET RISKS, READ ALL SCHEME RELATED 
DOCUMENTS CAREFULLY. 

 


