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Emergency Fund Architecture

Chapter 4

Emergency Fund Architecture: Your
Financial Firewall

"An emergency fund isn’t an investment. It's insurance for your investments.”

The %22,47,000 Paradox
Same company. Same designation. Same layoff email. Same day.

Sameer Khanna and Prerna Sharma both lost their jobs on March 23,
2020—the day India announced its first nationwide lockdown. Both were
senior product managers at a Bengaluru fintech startup. Both earned
within 25,000 of each other.

Eighteen months later: Sameer was 322,47,000 poorer. Prerna was
%52,00,000 richer.

How? Sameer had %1,27,312 in his savings account—less than two weeks of
expenses. When the layoff hit, he broke FDs (372,400 penalty), sold mutual
funds at 38% loss (%3,58,000 locked in), took a personal loan at 14%
(X1,78,400 interest), and maxed credit cards at 42% annual interest
(291,200). Desperate for any income, he accepted a 17.5% salary cut.

Prerna? She had %32,00,000 in emergency funds—16 months of runway.
She declined two lowball offers, waited for the right opportunity, and
accepted a role at 32% higher salary in Month 5. Her investments stayed
untouched. Her SIPs continued buying at crash prices.

The only difference: an emergency fund that took her three years to build.

Why High Earners Stay Broke During Crises
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A 2023 survey by Finshots and ET Money found that 78% of Indian
households have less than three months of expenses saved. Among those
who faced emergencies last year, 64% either took high-interest loans or
broke long-term investments.

"But I have credit cards and FDs!" Credit cards charge 36-42% annual
interest—that's 342,000 yearly on every 1 lakh unpaid. FDs? Breaking
them costs 0.5-1% penalty plus lost interest. Worse, the psychological
barrier ("Should I break my FD?") delays action during medical
emergencies when hours matter.

The Formula: Expenses, Not Income

Most people calculate wrong: "I earn 2L, so 6-month emergency fund =
X12L." Wrong.

Emergency fund = 6-12 months of essential EXPENSES, not income.

In emergencies, you're not maintaining lifestyle—you're surviving. Skip
Netflix, gym, dining out. But you can't skip rent, groceries, utilities,
insurance, and EMIs.

Calculate Your Number:

Monthly Expense Category Your Amount (%)
Rent / Home Loan EMI R
Groceries & Essentials T
Utilities (electricity, water, gas, internet) T
Transportation T
Insurance Premiums ]
Essential Medical / Children's Fees R
TOTAL MONTHLY x 6 = Minimum R________
TOTAL MONTHLY x 12 =Ideal L4

NikWorth Investments — Trust 1 Growth 1 Legacy



Emergency Fund Architecture

6 months if: dual income, stable job, transferable skills.
12 months if: sole earner, volatile industry (startups/IT), significant EMIs.

The 3-Tier Emergency System

Don't keep everything in FDs (penalty on withdrawal) or savings accounts
(inflation loss). Use this structure:

Tier Where to Keep Access Returns
Tier 1:X1-2L  Digital Savings Instant 4-7%
Accounts (6-7%
interest)
Tier 2: 3-6 mo Liquid Funds (from 24 hours 6-7%
reputed AMCs)
Tier 3: 6-12 Short-term Debt Funds 2-3 days 7-8%
mo (from large AMCs)

Tax tip: Savings interest up to 310,000/year is tax-free under 80TTA
(%50,000 for seniors).

What's NOT an Emergency

Diwali shopping? Not an emergency —you knew it was coming. New
iPhone? Not an emergency. Cousin's wedding? Not an emergency. School
fees due in July? You had 6 months notice.

Real emergencies: sudden job loss, medical crisis beyond insurance, urgent
home repairs, vehicle breakdown essential for work, family emergencies
requiring immediate travel.

Five Mistakes That Destroy Emergency Funds

Mistake #1: Keeping everything in FDs. Penalty + hesitation during crisis
= disaster.
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Mistake #2: Credit cards as "emergency fund." 42% interest turns 1L into
31.42L debt.

Mistake #3: Not separating from salary account. "I'll replace it next
month." You won't.

Mistake #4: Not replenishing after use. After withdrawal, rebuilding =
priority #1.
Mistake #5: Waiting for "enough" income. Start with ¥5,000/month. The

habit matters more.

Your Four-Step Action Plan

Tonight: Open a separate digital savings account (with high-interest
offering). Label it "Emergency Fund —Do Not Touch." Transfer even 1,000.

This Week: Calculate bare-minimum monthly expenses. Multiply by 6 and
12.

This Month: Set up auto-transfer on salary day via your preferred
investment platform.

Ongoing: Before ANY equity investment, emergency fund hits 6-month

mark. Non-negotiable.

Free Tool

Calculate your Emergency Fund target and replenishment plan at
www.nikworth.co.in/calculators.

Key Takeaways
* Emergency fund = 6-12 months of EXPENSES, not income.

* Use 3-Tier system: instant access + liquid funds + short-term debt.
* Separate account. Separate bank. "Do Not Touch."

* Credit cards are NOT emergency funds—they're 42% traps.

* Build foundation BEFORE investing. No exceptions.
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Coming Up: The Debt You're Ignoring

Your emergency fund is building. But here's the question keeping clients
awake: " have a home loan at 8.5%, car loan at 9%, and 380,000 on credit
cards. Should I pay debt first or invest? Which debt first?"

The math isn't obvious. Paying off certain debts early actually costs you
money. Others are destroying wealth at 42% while you ignore them. In
Chapter 5, we build your Debt Destroyer framework. If you have ANY
debt—yes, including "good" home loans—this changes everything.
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