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Understanding Liquidity Needs

When beginning a new investment relationship, one of the key areas often addressed in an intake form is liquidity needs.
While it may seem like financial jargon, understanding and articulating liquidity needs is essential for ensuring that an
investment strategy aligns with a client's goals, lifestyle, and risk tolerance.

What Are Liquidity Needs?

In simple terms, liquidity needs refer to how much access an investor requires to cash or easily sellable assets within a
given timeframe. It's about how quickly and easily investments can be converted to cash without significantly impacting
their value.

Some examples of liquidity needs include:
® Having enough funds readily available to cover emergencies
® Planning for large upcoming expenses (e.g., buying a home, college tuition, starting a business)
e Meeting regular income requirements during retirement
® Maintaining cash flow for a business

Why Liquidity Needs Matter in an Investment Strategy

The purpose of assessing liquidity needs is to help financial professionals design an appropriate investment portfolio. If a
client requires significant liquidity in the short term, it would not be prudent to place most of their assets into long-term,
illiquid investments like real estate, private equity, or certain annuities.

On the other hand, clients with low liquidity needs may be well-positioned to take advantage of long-term investments
that typically offer higher potential returns in exchange for reduced accessibility.

Balancing Liquidity and Long-Term Growth

Liquidity is just one component of an overall investment strategy. The goal is to balance the need for accessible funds with
the pursuit of growth and income. A common approach might be:

® Short-term needs: Cash and cash equivalents

® Medium-term goals: Bonds or conservative stock funds

® | ong-term goals: Equities, real estate, and other less liquid assets

Final Thoughts

Clearly stating liquidity needs on an intake form empowers both the client and advisor. It ensures that the investment
_plan is realistic, flexible, and aligned with the client’s life events and financial security. Ignoring this key element can lead G

to stress, forced asset sales, or missed opportunities. '
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