For many families inheriting significant artworks or collectibles, one of the biggest challenges isn't just preserving
the legacy—it's managing the estate taxes due without being forced to sell the family’s most treasured pieces. Art
is an illiquid asset, often requiring months to years to sell at fair market value. Meanwhile, the IRS expects estate

taxes to be paid within nine months after the decedent’s death, creating a liquidity strain.
https://fineartshippers.com/what-the-estate-tax-means-for-an-inherited-art-collection/

This blog post covers practical strategies heirs can use for liquidity planning estate, developing a cash reserves
strategy, and ultimately how to avoid selling art fast under distress. We'll demystify the appraisal process, the
documentation needed to withstand IRS scrutiny, and explain key deadlines, valuation rules, and exemption

amounts for 2026.

Understanding Estate Tax Basics and Key Deadlines

Before diving into specific strategies, it is important to grasp the fundamental estate tax landscape heirs face.

2026 Estate Tax Exemption and Rate

Year Estate Tax Exemption Amount Top Estate Tax Rate 2026 $12.92 million per individual 40%

This means that estates valued above approximately $13 million will owe estate tax at 40% on the amount
exceeding the exemption. For estates that include expensive art or collectibles appraised in the millions, this tax bill

can be substantial.

Form 706 and the Nine-Month Deadline

The IRS requires filing Form 706, United States Estate (and Generation-Skipping Transfer) Tax Return, within
nine months of the date of death. If a payment extension is requested, filing can extend to 15 months, but no

extension is granted for tax payment itself—taxes are due nine months after death.

¢ Filing deadline: 9 months post-death (with possible 6-month filing extension)

* Tax payment deadline: 9 months post-death (no extension)

This timeline creates a mismatch if the estate’s largest assets are illiquid art pieces that take time to appraise and

sell.

Fair Market Value and Date-of-Death Valuation Explained

Estate tax is based on the fair market value (FMV) of assets, including artworks, as of the date of death (or an

alternate valuation date six months later if beneficial).

* Fair Market Value: The price at which the property would change hands between a willing buyer and a willing

seller, both having reasonable knowledge of the relevant facts and neither under compulsion to buy or sell.

¢ Date of Death Valuation: All assets must be valued as of the decedent’s death date unless the alternate

valuation date (6 months post-death) is elected to reduce the estate tax and the entire estate qualifies.

For high-value art, determining FMV requires professional qualified appraisals that are defensible under IRS

scrutiny.



The Role of Qualified Appraisals in Supporting Valuations

Given the complexity and subjectivity of art valuation, the IRS demands strict documentation in the form of

qualified appraisals. These are especially important when filing Form 706.

What Is a Qualified Appraisal?

Partial definition from IRS rules:

* Performed by a qualified appraiser with verifiable expertise in the art's category
* Includes detailed description of the property (title, dimensions, condition, provenance)
® Prepared no earlier than 60 days before the date of death and no later than the date the return is filed

* Includes a sworn statement under penalty of perjury attesting to the accuracy and thoroughness of the

appraisal

Qualified appraisals are necessary both for accurate tax reporting and to avoid penalties or audits.

Form 706 and Appraisal Documentation

When filing Form 706, estates are encouraged to attach the qualified appraisal report(s) or have them ready in
case of IRS audit. For high-value art, it's not uncommon for the IRS to request additional substantiation or even

consult its Art Appraisal Services unit and Commissioner’s Art Advisory Panel.

The IRS Art Appraisal Services Unit and Commissioner’s Art Advisory
Panel

The IRS maintains internal specialized resources to evaluate disputed or unusual valuation scenarios involving art:

* IRS Art Appraisal Services Unit: A team of professionally trained specialists who review art appraisals during

audits.

e Commissioner’s Art Advisory Panel (CAAP): A group of independent expert appraisers appointed by the

IRS to provide independent fair market value opinions on contentious art estate cases.



Appraisals that align with recognized market data, comparable sales, and industry standards are less likely to be

challenged by these IRS groups.

Strategies to Build Cash Reserves and Avoid Forced Sales

With an understanding of valuation and appraisal requirements, heirs can implement the following strategies to

ensure sufficient cash liquidity to pay estate tax without rushing to sell prized art pieces.

1. Early Valuation and Cash Flow Forecasting
1. Promptly engage qualified art appraisers after death (or during estate planning if possible) to get
accurate FMV estimates.
2. Use appraisal results to model the estimated estate tax due—40% on value above exemption.

3. Forecast available liquid assets in the estate (cash, securities, insurance) to assess cash shortfall.

2. Establish Cash Reserves or Liquidate Smaller, Less Critical Assets

Based on the forecast, heirs can plan to set aside cash reserves by:

® Liquidating smaller or less sentimental assets early to build cash.
® Borrowing against less critical assets or an existing line of credit.
¢ Utilizing life insurance policies designated for estate taxes.

e Considering installment payment options with the IRS in limited cases (see below).

3. Use Estate Liquidity Products or Loans

Some financial institutions offer loans secured by art or other assets often referred to as bridge loans or estate tax
liquidity financing. While interest-expensive, these loans provide crucial cash to meet payment deadlines without

distress sales.

4. Requesting IRS Approval for Installment Payments

IRS may permit an extension for estate tax payments over 5 to 15 years on closely held businesses or farms but
rarely on inherited art collections unless qualifying as a business. This option is generally limited but worth

discussing with estate tax counsel.

5. Coordinate with Appraisers to Time Sales If Necessary
If selling art is unavoidable, plan sales carefully:

* Allow time for thorough appraisals and market research to avoid fire-sale discounts.
® | everage auction houses or private sales known for discreet handling of high-value art.

® Understand that quick sales often yield below FMV, increasing tax burden.

Checklist: Timeline and Tasks for Liquidity Planning

Days After Death Task Comments 0-30 Engage qualified art appraiser(s) Obtain preliminary FMV for largest assets
30-60 Ascertain total liquid assets and potential cash needs Prepare initial tax payment forecast 60-120 File Form
706 (can request automatic extension to 15 months) Tax payment due nine months post-death regardless of filing

extension Within 270 days (9 months) Pay estimated estate tax in cash Use reserves, loans, or insurance proceeds



to meet payment Post-payment Strategize art sales if needed to replenish cash Allow months or longer for selling

at fair market value

Conclusion

Estate taxes on valuable art can place heirs in a difficult position trying to pay a large cash bill quickly while
preserving priceless family legacies. The key to avoiding forced sales at undervalued prices is early, detailed
liquidity planning estate that incorporates expert qualified appraisals under oath, understanding of IRS

valuation rules, and building a solid cash reserves strategy.

Heirs should move quickly after death to obtain reliable FMVs from credentialed appraisers ideally familiar with the
IRS's Art Appraisal Services unit and the standards respected by the Commissioner's Art Advisory Panel. Using
these valuations and clear documentation helps ensure the estate tax filing meets IRS standards, and calculated

cash forecasts empower better financial decisions.
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By combining those valuations with practical borrowing or liquidity insurance products, meticulous planning can
help heirs pay the estate tax on time and avoid selling art fast, preserving treasured works for coming

generations to enjoy.



