
Estate Planning and Special Needs Trusts 

  

TEXAS ESTATE 
LIQUIDITY – WHY IT’S 

IMPORTANT 
“In order to understand why estate liquidity is so important 

it helps to better explain what is meant by the term and 
what happens when an estate plan lacks liquidity.” 

STEPHEN A. MENDEL 
Houston Texas Estate Planning Attorney 

http://www.mendellawfirm.com/estate_planning/estate-planning
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A comprehensive estate plan can provide you with peace of mind by 

ensuring that your loved ones are well taken care of in the event of your 

death or disability. Regardless of the details of your estate plan, the plan 

will not accomplish the primary goal of providing for your loved ones if 

your estate lacks liquidity. Unfortunately, people often fail to consider the 

need for estate liquidity when creating an estate plan. In order to 

understand why estate liquidity is so important it helps to understand what 

is meant by the term and what happens when an estate plan lacks liquidity. 

 

WHAT IS LIQUIDITY? 

The term “liquidity” refers to the immediate value of an asset. Most people 

are familiar with the concept, if not the word. Cash is the most liquid of all 

assets because you do not have to do anything, or take any steps, to benefit 
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from the value of cash. Other assets have varying degrees of liquid value. To 

illustrate the concept, imagine that your spouse is suddenly, and 

unexpectedly, stricken with a medical condition that requires an immediate 

and expensive surgery. You need to come up with about $10,000 to pay for 

the surgery within 24 hours. 

You have the following 

assets: 

 $50,000 worth of 

equity in your home 

 $35,000 in a 401(k) 

 Stocks worth $25,000 

 Gold coins valued at 

approximately $15,000 

 

Although the gold coins are 

the least valuable of your assets, they are the most valuable liquid asset 

you have. The reason for this is that the gold coins can be turned into cash 

in about an hour by selling them to a gold and silver dealer. Your stocks can 

be sold but actually receiving the profit from the sale could take a few days. 

Likewise, you may be able to cash out your 401(k), but the paperwork and 

logistics will cause a delay of several days. Finally, although the equity in 

your home is by far the most valuable of your assets, it is the least valuable 

in terms of liquidity because it could take several weeks to arrange for a 

loan against the equity. 
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WHAT HAPPENS WITHOUT ESTATE LIQUIDITY?  

When you die, your estate assets must pass through the legal process 

known as probate unless you have included probate avoidance strategies in 

your estate plan. During probate, your intended beneficiaries cannot 

benefit from the value of the gifts you left them because the gifts have yet to 

be transferred into their names. A bank account with $500,000 in it does 

your spouse and children no good if they cannot access the funds. 

 

Likewise, should you become incapacitated without an incapacity plan that 

provides for liquidity, your loved ones could suddenly be without access to 

funds needed to pay the bills and maintain the home where they live. That 

same bank account, if it is in your name only, cannot be accessed by your 

spouse without a court order should you suddenly become incapacitated. 
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STRATEGIES TO ENSURE SUFFICIENT LIQUIDITY  

The good news is that estate liquidity strategies can easily be incorporated 

into your estate plan. While each estate plan is as unique as the individual 

creating the plan, the following are common strategies used to ensure that a 

plan has sufficient liquidity: 

 Joint ownership –titling assets jointly can avoid probate 

altogether. If you title your home as “joint tenants with rights of 

survivorship” your interest in the home will pass automatically to the 

co-owner (your spouse for example) upon your death. The property is 

not required to go through probate, meaning the equity in the home is 

immediately available to the co-owner. Join ownership with a 

nonspouse, however, can be fraught with problems. 
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 POD/TOD –titling assets such as a bank account as a “Payable on 

Death” or “Transfer on Death” account allows you to designate a 

beneficiary who automatically becomes the owner of the assets held 

in the account when you die. Unlike a joint account, the designated 

beneficiary has no ownership interest while you are alive, but will 

automatically become the owner upon your death. 

 Life Insurance –proceeds from a life insurance policy do not go 

through probate. Not only can you use life insurance to provide 

immediate funds to loved ones but a life insurance policy can also be 

used to fund your funeral and burial and/or to buy out your interest 

in a business as part of a buy/sell agreement. 
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 Trusts –trusts can be used in many ways to create estate liquidity. A 

revocable living trust is an especially valuable incapacity planning 

tool because it allows you to name a spouse/adult child/parent as the 

successor trustee who will automatically take over management of the 

trust and trust assets upon your incapacity. Valuable assets can then 

be transferred into the trust, thus providing your successor trustee 

with access to liquid assets should you suddenly become disabled. 

 

The need for estate liquidity should now be apparent. Simply leaving 

behind assets is not sufficient to ensure your loved ones are well cared for 

in the event of your death or incapacity. The value of those assets must be 

immediately available to your loved ones by creating sufficient estate 

liquidity. Talk to your Texas estate planning attorney about including estate 

liquidity strategies into your estate plan. 

 

The American College of Financial Services, Estate Planning: An Overview 

Moneyweb, Liquidity Key Component in Estate Planning 

Bankrate, Pros and Cons of a Funeral Trust 

LifeHealthPro, Why You Should Keep an Eye on Estate Liquidity 

 

 

 

 

 

https://www.theamericancollege.edu/assets/pdfs/fa271-2011-chapter-1-download.pdf
http://www.moneyweb.co.za/moneyweb-soapbox/liquidity-key-component-in-estate-planning?sn=2009+Detail+no+image
http://www.bankrate.com/finance/insurance/pros-and-cons-of-funeral-trusts-1.aspx
http://www.lifehealthpro.com/2013/07/11/why-you-should-keep-an-eye-on-estate-liquidity?page=2
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