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A comprehensive estate plan should accomplish much more than simply 

providing a roadmap for the distribution of your estate assets when you die. 

Additional goals such as incapacity planning, tax and probate avoidance, 

and even retirement planning can also be incorporated into your estate 

plan. The primary purpose of your plan, however, will likely remain to 

protect and provide for your loved ones in the event of your incapacity or 

death. While the accumulation of assets over the years is certainly 

necessary to accomplish this goal, it is not sufficient. Your estate plan also 

needs liquidity. To ensure that your plan has sufficient liquidity you need to 

understand what liquidity is and what tools and strategies can be 

incorporated into your estate plan to achieve sufficient liquidity. 

WHAT IS LIQUIDITY? 

You are undoubtedly 

familiar with the concept 

of “liquidity” though you 

may not use that actual 

term. Liquidity refers to 

the cash value of your 

assets. A “liquid asset” is 

one that is already in the 

form of cash or that can 

easily be converted to cash. 

The value of a liquid asset often surpasses its actual value. By way of 

illustration, imagine that your parents chose to take a trip around the world 

when they retired and are currently spending time in India. You receive a 

telephone call that your mother has caught a potentially lethal virus and  

http://www.kobricklaw.com/


 
 

Estate Planning Considerations – Does Your Estate Have Sufficient Liquidity? www.kobricklaw.com 3 

 

you are needed there as fast as you can get there. A trip to India for an 

indefinite period of time will likely require a significant sum of money so 

you start analyzing what you have that can quickly be converted into cash. 

You have the following assets: 

 A bank account with $2,500 balance 

 Your home with about $45,000 worth of equity 

 Three ounces of gold in a safe deposit box worth about $4000 

 Stocks valued at approximately $8000 

 A life insurance policy with a cash value of approximately $25,000 
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When considering the true value of your assets, your home and your life 

insurance policy have the most actual value; however, they are also likely 

the least liquid of all your assets because you cannot easily convert them 

into cash. Your house would need to be sold, or at the very least you would 

need to apply for, and be approved for, a home equity loan which would 

likely take weeks. The life insurance policy could be cashed out but that 

would likely take a few days at a minimum. After analyzing your situation it 

turns out that your least valuable assets – the cash and the gold – are 

actually the most valuable to you at this moment because they are the most 

liquid assets you have. Cash can be withdrawn immediately and gold can be 

sold for cash within minutes. Understanding the importance of liquidity is 

essential when creating your estate plan. 

HOW INSUFFICIENT LIQUIDITY CAN CAUSE YOUR 

ESTATE PLAN TO FAIL 

Now that the concept of liquidity is clear, let’s apply it to an estate plan to 

see how insufficient liquidity can cause even the most well thought out plan 

to fail. Whether because of your death or your incapacity your loved ones 

will need immediate access to cash to survive if they currently depend on 

you for financial support. If you were to die tomorrow your estate would be 

required to go through probate. Unless you have planned properly, the 

majority of your estate assets will become part of the probate process, 

meaning that they will be unavailable to the intended beneficiaries for 

months, even years, after your death. Leaving a home valued at $500,000 

to a spouse doesn’t do much good if your spouse has no way to access the 

value of the home and no funds available to pay the light bill or replace the 

furnace when it goes out. Likewise, leaving behind an impressive stock 

http://www.kobricklaw.com/


 
 

Estate Planning Considerations – Does Your Estate Have Sufficient Liquidity? www.kobricklaw.com 5 

portfolio to a spouse or child doesn’t help the beneficiary find the funds to 

pay for your funeral if the stocks are tied up in the probate of your estate. 

The same basic issue arises should you become incapacitated. If most, or 

all, of your joint assets are actually titled in your name and you are involved 

in a catastrophic car accident tomorrow your spouse/partner may not be 

able to access those assets without a court order. Obtaining a court order 

takes time, a luxury that your spouse/partner may not have. 

HOW TO CREATE THE LIQUIDITY YOUR ESTATE PLAN 

NEEDS 

The need for sufficient liquidity in your estate plan should be clear at this 

point. Because no two estates are exactly the same it is imperative that you 

consult with an experienced New York estate planning attorney to decide 

exactly which tools and strategies will work best to create liquidity in your 

estate plan. There are, however, some commonly used strategies and tools 

that you may wish to discuss with your attorney and eventually incorporate 

into your plan: 

1. Life Insurance – Life insurance proceeds are not required to go 

through probate as they are not owned by you at the time of death. 

Therefore, proceeds of a life insurance policy can provide a 

beneficiary with cash assets very shortly after your death. Life 

insurance proceeds can also be used in conjunction with a trust to 

fund your funeral and burial. This works by creating a funeral trust 

and purchasing a life insurance policy that names the trust as the 

beneficiary. Upon your death, the proceeds pay out into the trust and 

the trust terms then dictate that the funds be used to pay for your 
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funeral and burial. As a bonus, this allows you to plan your own 

service down to the last detail if you choose to do so. 

2. Co-Ownership – Choosing the right type of joint ownership can 

help create liquidity. Joint tenants with rights of survivorship creates 

a situation where your interest in the property will automatically 

transfer to the co-owner when you die.  

3. POD/TOD – Financial accounts and securities can be designated as 

“payable on death” or “transfer on death” account. Some states also 

allow things like vehicles to carry the POD/TOD designation which 

allows you to designate a beneficiary who will automatically become 

the owner of the 

account or asset when 

you die. The POD/TOD 

designation differs from 

co-ownership because 

the beneficiary has no 

ownership interest in 

the asset while you are 

alive. The beneficiary’s 

interest in the asset only begins when you die; however, using this 

designation avoids the need for the asset to go through probate, 

thereby providing liquidity. 

4. Trusts – Trusts provide liquidity in the event of incapacity as well as 

death – something other options cannot do. A trust does this by 

allowing you to appoint yourself as the trustee and a 

spouse/partner/adult child/parent as the successor trustee. Assets 
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are then transferred into the trust so that the trust now owns and 

manages those assets. In the event of your death or incapacity the 

successor trustee will take over, providing the trustee with immediate 

access to the value of those assets assuming the terms give the trustee 

broad discretion. 

With a better understanding of the need for liquidity it should now be time 

for you to evaluate your estate plan and decide if your plan provides 

sufficient liquidity. If it is lacking in liquidity it may be time to consult with 

your estate planning attorney and revise the plan. 

Moneyweb, Liquidity Key Component in Estate Planning 

Bankrate, The Pros and Cons of a Funeral Trust 

LifeHealthPro, Why You Should Keep an Eye on Estate Liquidity
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