Inheriting a valuable art collection is often both a blessing and a challenge. While heirs may want to preserve
treasured artworks within the family, the reality of estate taxes can complicate matters significantly. Art collections
contribute to the overall value of an estate and can trigger substantial estate tax liabilities—sometimes running
into the millions. But unlike cash or marketable securities, art is illiquid, making it tough to cover tax bills without

selling part of the collection.
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This blog post clarifies what heirs and executors need to know when dealing with estate tax obligations on
inherited art, especially if the heirs prefer to keep the art whole. We'll cover key concepts like fair market value
(FMV) and date-of-death valuation, qualified appraisals under oath, IRS scrutiny, and estate liquidity solutions such
as buyouts and partial sales. We'll also review the 2026 exemption thresholds, the 40% estate tax rate, and

important IRS timelines related to Form 706.

Understanding Fair Market Value and Date-of-Death Valuation

The starting point for any estate tax calculation involving artwork is determining the fair market value (FMV) of
each piece as of the date of death. FMV is the price that property would sell for on the open market between a
willing buyer and seller, both having reasonable knowledge of the relevant facts and neither being under

compulsion to buy or sell.

It's crucial that appraisals reflect the date of death rather than the value at the later date when the estate might be
settled or sold. This distinction can materially affect estate tax liability because art market values can fluctuate

substantially over time.



Why Accurate Valuation Matters

* Estate tax computation: The IRS bases estate taxes on FMV at death.
* Equitable distribution: Helps heirs understand their shares.

* Future sale price: Establishes a cost basis for heirs if they eventually sell.

Under- or over-valuing art can trigger IRS scrutiny and potential penalties, so a rigorous, well-documented

appraisal is essential.

Qualified Appraisals Under Oath: Form 706 and Supporting
Documentation

For estates with high-value artwork, the IRS requires a qualified appraisal to support the valuation included on
Form 706, the United States Estate (and Generation-Skipping Transfer) Tax Return.

A qualified appraisal must be performed by an individual with demonstrated expertise in the type of property
being appraised and must adhere to stringent standards. Importantly, these appraisals are signed under oath
(penalty of perjury) fineartshippers and must detail key characteristics such as the artwork’s provenance, condition,

and relevant market data.

Failure to provide a qualified appraisal can result in IRS disallowance of the claimed value and higher estimated
estate taxes.

Key Elements of a Qualified Appraisal

1. Identification of the art (artist, title, medium, dates, dimensions).

2. Description of the physical condition.

3. Details of the valuation methodology used.

4. Comparable sales or auction results supporting the FMV.

5. Appraiser’s credentials and signed statement under penalty of perjury.

6. Appraisal date matching or clearly reconciling with date-of-death valuation.
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IRS Art Appraisal Services Unit and the Commissioner’s Art Advisory
Panel

The IRS maintains specialized resources focused on art valuation, including the Art Appraisal Services Unit and
the Commissioner’s Art Advisory Panel (CAAP). These units review appraisal submissions from large and

complex estates, especially when the collection includes high-value or unique works.

If the estate's reported values are questioned, the IRS may consult the CAAP for expert opinions. This is why it's

critical to have thoroughly documented and professionally prepared appraisals upfront.

What Heirs Should Know

® The IRS may follow up with requests for additional documentation or a reappraisal.
® Appraisals must be defensible in the event of an audit or litigation.

e Early engagement of qualified appraisers reduces risk of delays.

2026 Exemption Amounts and the 40% Estate Tax Rate

Estate tax law continues to evolve, but as of 2026, the federal estate tax exemption will revert approximately to
$5.49 million per individual (adjusted annually for inflation). Amounts above this exemption are subject to a 40%

estate tax rate.
Year Estate Tax Exemption Top Estate Tax Rate 2024 $12.92 million 40% 2026 (Projected) ~$5.49 million 40%

For estates well above the exemption threshold with valuable art collections, the tax bill can be painful unless there
is sufficient liquidity. This leads to common dilemmas around how to fund the estate tax without forcing unwanted

sales.

Form 706 Filing and Payment Timeline vs. llliquid Art

Executors must file Form 706 within 9 months of the decedent’s death, although a 6-month extension can be
requested. Importantly, the estate tax is due within 9 months as well, regardless of any requested extension for

filing.

This accelerated payment timeline often conflicts with the illiquid nature of artwork. Selling artwork at auction or
through private sales can take many months or even years to realize full fair market value. Furthermore, rushing

the sale may force discounts, leading to lost value for heirs.

Practical Challenges for Heirs

® Cash shortfalls to pay estate taxes when holdings are primarily non-cash art.
® Pressure to sell artworks prematurely.

* Potential family conflict when some heirs want to keep the art and others prefer a sale.

Estate Liquidity Solutions: Buyout Between Heirs and Partial Sale
Strategies

When heirs want to keep the art but face estate tax obligations, several strategies can help manage liquidity

challenges while preserving family holdings.



Buyout Between Heirs

If some heirs prefer to keep the art and others want liquidity, a buyout arrangement between heirs can be a
workable solution. In this scenario, heirs who want the art negotiate to purchase the interest of other heirs using

cash or external financing.

* Allows the family to retain the artwork without forced sales to third parties.
® (Can be structured to align with the estate tax valuation timeline.

® Requires clear legal agreements and fair valuation to avoid disputes.

Partial Sale Strategy

Another approach is a partial sale strategy, where the estate sells a portion of the collection to generate cash for
estate taxes and other administration costs, while retaining the core or most valued pieces.

® Balances liquidity needs without dismantling the full art collection.

e Offers heirs time to plan for eventual sale or retention of remaining works.

* May involve consignment, auction, or negotiated private sales depending on market conditions.

Other Liquidity Options

¢ Installment payment plans: IRS can permit payment plans in certain cases but interest applies and timing
remains critical.

* Estate tax loans: Financial institutions sometimes offer loans secured by art, though terms can be strict.

e Gift strategies before death: Advanced estate planning should consider gifts or trusts to minimize estate tax

impact on art.

Final Thoughts: Documentation and Planning Are Key

Dealing with taxable estates that include valuable art requires careful coordination between appraisers, legal

counsel, executors, and heirs. Key takeaways for families facing this situation include:

® Ensure prompt, qualified appraisals under oath documenting date-of-death FMV.

Understand and comply with Form 706 filing and payment deadlines.

* Engage early with estate tax specialists familiar with art valuations and IRS procedures.

Explore buyout or partial sale strategies to bridge liquidity gaps without losing family legacy.

Keep detailed documentation to withstand IRS scrutiny, including possible review by the Art Advisory Panel.

Through transparent valuation, proper documentation, and smart liquidity planning, heirs can often maintain

treasured artworks while honoring tax obligations—turning a potential fire sale into a successful estate transition.



