Debt funds that are good for your Emergency Fund

For Emergency Fund most of us invest in bank fixed deposits
and some of us who are confident about their skills they invest
in equity mutual fund or stocks directly .

| completely disagree with him because he is working under the
assumption that the emergency is many years away. The fact is
that we do not know when an emergency creeps up; it could be
later today, it could be 5 years down the line. Secondly, should
he need the money when the stock market is in the doldrumes,
then he will lose out considerably. Thirdly, he is looking at
wealth creation, when an Emergency Fund is simply a personal
insurance of sorts.

All assets cannot be part of an Emergency Fund.

All assets cannot be part of an Emergency Fund. Only those
which rank high on capital preservation (safety) and liquidity
(quick accessibility).



Real estate and art are illiquid assets.

Fixed-return investments such as Public Provident Fund (PPF)
and Employee Provident Fund (EPF) are extremely secure, but
they are not very liquid. You will not get the money in 24 hours.

The Emergency Fund is not a wealth creation avenue. So
returns must take a backseat and volatile investments must be
avoided. Stay away from stocks and equity mutual funds. You
may need the money during the depths of a bear market and
would be forced to sell investments at a huge loss.

Consider debt funds.

Liquid and Overnight funds meet the prime requirements of
safety and liquidity. Both are open-ended debt fund categories
that invest in high credit quality instruments entailing minimal
credit and duration risk. Both types of funds have portfolios
diversified across high credit quality instruments with minimal
duration risk.



They are typically accessible within T+1 days (T being date of
redemption).

Your Emergency Fund can have the above debt funds and a
bank deposit too. It need not be one to the exclusion of the
other. It can be a combination of investments, but all should
rank high on the safety and accessibility scale. | personally
know someone who has a significant amount in his Emergency
Fund as he has a wife and children as dependents, and also
helps his parents. He has distributed the money between a
bank fixed deposit, a liquid fund, an overnight fund and even an
ultra-short term bond fund.

Safety and Liquidity are the key focus when it comes to Liquid
and Overnight funds. Returns take a back seat.

Liquid funds invest in short-term instruments, certificates of
deposits (CD), commercial papers (CP), treasury bills (T-bills),
repo, and so on. The average maturity of such funds is typically
around 1-2 months.

Given the short tenor of the underlying instruments, the yields
(YTMs) offered by such funds closely track interest rates in the
money markets as the maturity proceeds of underlying



instruments are rolled over and invested at the prevailing
market rates.

Evaluate the credit quality of the holdings and always check the
expense ratio of the fund. A lower expense ratio results in
higher returns assuming other fund attributes are similar.

There is no exit load but do look at taxation. Capital gains in
case of holding periods up to three years are termed as short-
term capital gains (STCG) and taxed at the marginal rate of
income. Capital gains in the case of holding periods of more
than three years are termed long-term capital gains (LTCG) and
taxed at 20% with indexation.

This is important.

Ensure that nominees and joint accounts are in place. The
money must be easily accessible to you and your immediately
family. It will be a shame if the family members who need to
access the money are not authorised to do so.

The amount could vary from 6 to 12 months of expenses. It all
depends on how many dependents you have, if your spouse is
earning too, and if you are servicing any loans. Evidently, the



amount could vary over different phases of your life. If you are
newly married with both spouses earning, the Emergency Fund
could even be just three months of expenses. But over the
years, if a parent moves in and you have a child, the Emergency
Fund must balloon accordingly to take care of additional
dependents.

Disclaimer:

The contents herein mentioned are solely for informational and educational purpose only
This document is marketing material for a retail audience and does not constitute advice or
recommendations. Past performance is not a guide to future performance and may not be
repeated. The value of investments and the income from them may go down as well as up and

investors may not get back the amount originally invested.

Mutual Fund investments are subject to market risks, read all scheme related documents
carefully.

Benchmark Investments is a Registered Mutual Fund Distributor.
Benchmark Investments is NOT an advisory firm & NOR an Investments advisor.
The above calculation and illustration of figures are indicative only and not on actual basis.

We Benchmark Investments are not warrant the accuracy or completeness of the information,
text, graphics, links or other items contained in this website.

We may make changes to the contents, or to the information described therein, at any time
without any notice.



In case of any variance between what has been stated and what is contained in the relevant
Act, Rules, Regulations, Policy Statements, etc, is possible and we do update as per our update
made.

We neither endorses in any way nor offers any judgment or warranty and accepts no
responsibility or liability for the authenticity, availability of any of the goods or services or for
any damage, loss or harm, direct or consequential or any violation of local or international laws
that may cause infringement by your visiting on these websites as well as on using websites
links which are provided on these website.

Please consult your CA / Tax expert for taxation before investing.

The information provided on this website is to help investors in their decision-making process
and shall not be considered as a recommendation or solicitation of an investment or
investment strategy.

We do not provide tax, legal or accounting advice. This material has been prepared for
informational purposes only, and is not intended to provide, and should not be relied on for,
tax, legal or accounting advice. You should consult your own tax, legal and accounting advisors
before engaging in any transaction.

Tax law is subject to continual change, at times on a retroactive basis and may result in
incremental taxes, interest or penalties.

There are risks associated with fixed income investments, including credit risk, interest rate risk,
and prepayment and extension risk. In general, bond prices rise when interest rates fall and vice
versa. This effect is usually more pronounced for longer-term securities.

Stock investments have an element of risk. High-quality stocks may be appropriate for some
investments strategies. Ensure that your investment objectives, time horizon and risk tolerance
are aligned with stocks before investing, as they can lose value.

Benchmark Investments only acts as a mediator between its clients and the company
inviting/accepting deposits, known as Principal Company.

The contents herein above shall not be considered as an invitation or persuasion to trade or
invest. We accept no liabilities for any loss or damage of any kind arising out of any actions
taken in reliance thereon.



