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BY KRISTI MATHISEN, JD, CPA, PFS

Wealth is often held in things that can’t be bought and sold easily – a remote 
family estate, farmland, commercial and rental real estate, or even an art 
collection. The values of many “illiquid” assets have soared in the past decade, 
yet the owners may see them as a burden. Maybe they don’t generate enough 
cash. Or the property could be a hassle to maintain.  
 
What’s a “cash poor” person to do? Many don’t do anything, fearing the taxes. 
Having seen these situations play out over the years, I can tell you that putting 
taxes first is not a good approach. Instead, focus first on what  
it is you want. Then work back from that to minimize taxes (see box below). 

SPREAD OUT THE PAYMENTS  
Perhaps you want to convert that illiquid asset into a series of payments.  
This can provide income for retirement or other needs and could also  
break down a big capital gain into smaller amounts taxed at lower rates  
(see box below). If this sounds good, here are two options:

1. Set up an installment sale. Installment sales, with payments to you over 
more than one year, are useful ways to sell real estate, business interests or 
collectibles like art. The strategy here is to spread out the capital gains, so 
you end up paying less tax over time. 
 
EXAMPLE: Martha and George agree to  
sell their Orcas Island vacation property  
to a neighbor for $1 million (gain is  
$900,000). The terms: $100,000 down  
and $92,700 a year for 15 years, reflecting  
a 6% interest rate.  
 
If Martha and George keep their annual 
income below $250,000, they pay a  
capital gains rate of 15% on the payments 
(except for the year of the down payment) 
and avoid the 3.8% tax on investment 
income. Over the 15-year contract, they  
will collect $490,000 plus the $1 million  
sales price. 
 
DISADVANTAGES: Capital gains rates could  
rise during the payment period. If the buyer 
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 GOOD TO KNOW:  
YOUR CAPITAL GAINS RATE 

Capital gains rates vary 
depending on your income: 
 
15% — if your taxable 
income is below $479,000 
(married filing jointly) and 
$425,800 for singles.  
 
20% — if your taxable 
income is above these levels.

PLUS, a 3.8% surtax on 
capital gains and other 
your investment income if: 
Your gross annual income 
is above $250,000 married 
($200,000 single). 
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defaults, you must go to court to collect (this is why the interest 
rate on installment sales is usually higher than market). And, 
once payments end, you must be ready for the big decrease in 
cash flow. 

2. Put the property into a charitable trust. The trust can sell the 
property tax-free and pay you or someone else a fixed amount 
each year (annuity) or a variable amount (a set percentage of 
the value of the trust, which will hopefully increase over time). 
At the end of the trust term, whatever is in the trust goes to a 
charity you specify when the trust was set up.  

 EXAMPLE: Martha and George transfer their $1 million Orcas 
Island property to a “Charitable Remainder Unitrust” that  
pays them 7% ($70,000 to begin with) as long as one of them 
lives. For that year, they get a $217,000 charitable deduction 
(based on $1 million in value and April 2018 interest rates). The 
trustee can then sell the property to the neighbor or whomever 
pays the best price. George and Martha will pay tax on any 
trust payments, which will include both capital gains (from the 
sale of the property) and investment income. 

 THE ADVANTAGES OF A CHARITABLE TRUST: It lets you lock in a 
profit without having to pay capital gains taxes upfront. You can 
opt to receive the income from the trust or transfer that income 
to a family member as a gift. A charitable trust is flexible; it can 
be a good solution for income-producing property, such as 
apartment buildings, as well illiquid assets like raw land or art. 
 
NEED MORE CASH?  
Perhaps you need more cash out of the property right away. 
These strategies are then worth considering. 

1. Make that property your principal residence, if possible, 
then sell it. 

OTHER 
CAP GAINS RATES 

Art and most collectibles:  
taxed at a special 28% tax  
rate, plus the 3.8% surtax, if the 
taxpayer’s annual income  
exceeds $250,000 for married  
filing jointly ($200,000 for singles).

Depreciation on real estate  
sold: This portion of a gain is 
taxed at 25%. 

IN DEATH  
DO GAINS PART  

When the property owner dies, 
the tax basis of his/her property is 
adjusted to fair market value.  

What this means: If your land is 
worth $1 million when you die, 
it does not matter that you paid 
only $100,000 for it. Your heirs 
will inherit it with a tax basis of $1 
million. They can then sell at no 
gain, essentially tax-free. 

In Washington State and eight 
others (Arizona, California, 
Idaho, Louisiana, Nevada, New 
Mexico, Texas, and Wisconsin), 
the death of one spouse triggers 
the tax basis step-up on all of the 
community property. That means 
the surviving spouse can sell the 
property tax-free. 

 TWO REASONS: 1) The cost of major improvements to a principal 
residence can be added to the purchase price, reducing the amount of profit from a sale. 2) When 
you sell a principal residence, you can exclude up to $500,000 in profit ($250,000 if single). Gains 
over that amount are taxed at 15% or 20%, depending on your income (see box on previous page).

BEWARE: To qualify as a principal residence, you must have lived in the property for at least 2 out 
of the 5 years before the sale. If the property has not always been your principal residence, the 
exclusion may be limited. 
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HERE’S HOW THAT WORKS: 

EXAMPLE: Martha and George rented out the vacation property 
on Orcas Island for five years. They then lived there for the next 
five years and sold it for a $600,000 capital gain. Instead of the 
full $500,000 exclusion, they get only $300,000 (half the gain, 
since it was a rental half the time). Had the gain been $1 million, 
they would have benefited fully from the full $500,000 exclusion.

2.   Borrow against the property and/or rent it.  At today’s 
relatively low interest rates, a new mortgage or a refinance can 
allow you to take out a substantial amount of cash. (NOTE: If 
the money borrowed is not used for an investment or home 
improvements, the interest may not be tax-deductible.) Annual 
loan payments will be required. So you could decide to rent 
the property, if that covers the carrying costs (mortgage, taxes, 
insurance and maintenance).  

TRADING PLACES

A “like-kind exchange” does 
not allow for any cash out, 
but it does put off taxes.

The new tax law passed 
in 2017 limits like-kind 
exchanges to real estate 
only. Generally, all real 
estate is like-kind if located 
in the US. As long as the 
properties exchanged 
are “like-kind” real estate 
(business or investment 
property), the exchange is 
tax-free. 

EXAMPLE: Martha and George refinance their place on Orcas and take out $300,000 in cash 
to buy a farmhouse in upstate New York. They then rent out Orcas for $40,000 a year, as a 
corporate retreat, to cover the $30,000 in carrying costs. 

What about a reverse mortgages? If you’re 62 or older, a “reverse mortgage” lets you convert 
some of the equity in your primary residence into cash or do away with future mortgage 
payments. The downside of reverse mortgages: The amount you can borrow is limited and you 
cannot change the use of the property (rent it out). 

THE BOTTOM LINE

Because each situation is unique, the above strategies are just general examples, meant to show 
that there are many options when it comes to illiquid assets. We can help you fully explore all 
these and more options so you can do what will work best for you. We have been advising large 
property owners and investors for more than 50 years, helping them achieve their goals while 
protecting and growing their wealth. 
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ABOUT LAIRD NORTON WEALTH MANAGEMENT 
 
With nearly $5 billion in assets under advisement, Laird Norton Wealth Management is the Northwest’s premier wealth management 
company. Founded in 1967 to serve the financial management needs of the Laird and Norton families, the firm now provides integrated wealth 
management solutions to more than 600 individuals, families, business leaders, private foundations and nonprofit organizations.

DISCLOSURE 
 
All investments involve a level of risk, and past performance is not a guarantee of future investment results. The value of investments and the 
income derived from them can go down as well as up. Future returns are not guaranteed and a loss of principal may occur. All investment 
performance can be affected by general economic conditions and the extent and timing of investor participation in both the equity and fixed 
income markets. Fees charged by LNWM will reduce the net performance of the investment portfolio. 
 
The information presented herein does not constitute and should not be construed as legal advice or as an offer to buy or sell any investment 
product or service. Any opinions or investment planning solutions herein described may not be suitable for all investors nor apply to all 
situations. All opinions expressed are those of Laird Norton Wealth Management and are current only as of the date appearing on this material.
 
Any accounting, business or tax advice contained in this presentation (or communication, including attachments and enclosures) is not intended 
as a thorough, in-depth analysis of specific issues, nor a substitute for a formal opinion, nor is it sufficient to avoid tax-related penalties.
 
Some investments may not be publicly traded and they may only allow redemptions at certain times conditioned on various notice provisions 
and other factors as more fully described in the related offering and subscription documents provided at the time of the investment. Due to 
the nature of these types of investment funds, hedge funds, fund of funds, and similar partnership-like investment vehicles, they should be 
considered illiquid. In addition to restrictions on redemption, they often include holdback provisions that may delay a full redemption for several 
months or longer. There is no guarantee that the amount of the initial investment can be received upon redemption. Due to the nature of the tax 
reporting that may be available from these types of investments, clients should expect to extend the filing of their tax returns.
 
A benchmark is an unmanaged index, and its performance does not include any advisory fees, transaction costs or other charges that may be 
incurred in connection with your investments. Indices are statistical composites and are shown for informational purposes only. It is not possible 
to invest directly in an index. Indices are unmanaged and are not subject to management fees. Any benchmark whose return is shown for 
comparison purposes may include different holdings, a different number of holdings, and a different degree of investment in individual securities, 
industries or economic sectors than the investments and/or investment accounts to which it is compared. Comparisons of individual account or 
portfolio performance to an index or benchmark composed of indices are unreliable as indicators of future performance of an actual account or 
portfolio. Actual performance presented represents past performance net of investment management fees unless otherwise noted. Other fees, 
such as custodial fees or transaction related fees may not be reflected in the actual performance results shown.
 
Certain information herein has been obtained from public third party data sources, outside funds and investment managers. Although we believe 
this information to be reliable, no representation or warranty, expressed or implied, is made, and no liability is accepted by Laird Norton Wealth 
Management or any of its officers, agents or affiliates as to the accuracy, completeness or correctness of the information herein contained. 
In addition, due to the nature of an investment or the date of the creation of the attached presentation, some values shown or used in the 
calculation of performance may be based on estimates that are subject to change.
 
The attached materials may contain confidential information that is intended only for the person to whom it is presented. By accepting this 
information, you agree to maintain its confidentiality and not to distribute it to any other person without the express permission of Laird Norton 
Wealth Management. All data presented is current only as of the date thereon shown. Laird Norton Wealth Management is comprised of two 
distinct entities that may offer similar services to clients. Laird Norton Trust Company is a State of Washington chartered trust company. Its 
wholly owned subsidiary, Laird Norton Tyee Asset Strategies, LLC, is an Investment Advisor registered with the Securities and Exchange 
Commission. Such registration does not imply any level or skill or expertise.
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