When a collector or art owner passes away, their heirs often face a complicated and sometimes urgent dilemma:
how to pay estate taxes on an asset that can be notoriously illiquid—fine art. Forced sales, commonly known as
“fire sales,” are anxiety-inducing scenarios where heirs must sell artwork quickly and below market value to satisfy
tax obligations. But with prudent planning and understanding of IRS rules, heirs can avoid this distressing

outcome.

This article will break down the key strategies heirs and estate planners use to avoid fire sale art, focusing on
estate liquidity planning and how to pay estate tax without selling valuable artworks. We'll cover the crucial
roles of fair market valuation at the date of death, qualified appraisals under oath tied to IRS Form 706, the IRS Art
Appraisal Services unit, and the Commissioner's Art Advisory Panel (CAAP). Plus, we'll explain the upcoming 2026

exemption thresholds and tax rates to watch for.

Understanding Fair Market Value and Date-of-Death Valuation

One of the central challenges in estate tax cases involving artwork is establishing the fair market value (FMV) as of
the date of death. Fair market value is defined by the IRS as the price at which the property would change hands
between a willing buyer and seller, neither being under compulsion to buy or sell, and both having reasonable

knowledge of relevant facts.

Given the subjective and fluctuating nature of the art market, accurately determining FMV requires more than a
casual estimate. A routine appraisal may wildly misstate the value, leading to IRS audits, penalties, or disputes that

increase costs and delays.

Date-of-Death Valuation Timing

* Primary valuation date: The actual date of death is the standard date used for valuation.

* Alternate valuation date: Under IRC Section 2032, if elected by the executor, the date 6 months after the

date of death can be used, usually to reflect a decrease in value.

For art, the primary date is almost always preferable because art markets can be volatile. Executors need to be

mindful that the IRS requires consistent and well-documented valuations as of the chosen date.

The Role of Qualified Appraisals Under Oath (Form 706 Context)

Artwork included in a decedent’s estate generally needs to be reported on IRS Form 706, the United States Estate
(and Generation-Skipping Transfer) Tax Return. Form 706 has a strict nine-month filing and payment deadline—

more on that timeline later.

The IRS requires a qualified appraisal under oath for any individual asset (or group of similar assets) valued above

$3,000. This qualified appraisal must meet stringent standards:

* Performed by a qualified appraiser with expertise in art valuation.
e Written appraisal report signed under penalty of perjury.

* Includes detailed description of the artwork, provenance, market data supporting FMV, and the methodology

used.

This documentation aims to provide an irrefutable, credible FMV that withstands IRS scrutiny.

Why Qualified Appraisals Matter



A qualified appraisal submitted with Form 706:

1. Establishes fair market value clearly, reducing likelihood of IRS dispute.
2. Prevents the IRS from assigning a higher valuation, which triggers higher estate taxes.

3. Lessens risk of penalties for undervaluation or inaccurate reporting.

Without a qualified appraisal, the IRS may challenge the reported value, potentially increasing the estate tax owed

and forcing hurried sales to cover unexpected bills.

IRS Art Appraisal Services and the Commissioner's Art Advisory Panel

When estates include particularly valuable artwork—often multi-million-dollar pieces—the IRS relies on specialized

resources to review valuations:

* IRS Art Appraisal Services Unit: This unit consists of art appraisers experienced in valuation techniques and

market dynamics. They evaluate submitted appraisals to verify accuracy.

* Commissioner’s Art Advisory Panel (CAAP): A group of respected art experts assembled by the IRS to
advise on complex or high-value art appraisal matters. CAAP reviews can validate or challenge submitted

appraisals on particularly contentious valuations.

These mechanisms are why the IRS appraisal review for art estates is uniquely rigorous. For heirs, this makes it

doubly important to secure a qualified appraisal from a reputable appraiser with process familiarity at the outset.

Estate Liquidity Planning: Avoiding a Forced Sale

Even with a properly documented appraisal, heirs face the logistical problem: artwork is illiquid and takes time

to sell at fair prices. Estate taxes are due well before the art can be sold easily, creating a cash crunch.

r

2026 Exemption Amounts and Tax Rates

Year Estate Tax Basic Exclusion Amount Top Estate Tax Rate 2023 (for reference) $12.92 million 40% 2026
(expected) Approx. $6 million* 40%

*Exact amount subject to inflation adjustments and legislative changes.



With the estate tax fineartshippers.com exclusion expected to approximately halve in 2026, more estates will owe

taxes, potentially pushing heirs into liquidity challenges where valuable art must be sold quickly.

Nine-Month Timeline for Form 706 Filing and Tax Payment

1.

Filing deadline: Form 706 must be filed within nine months of the decedent's death.

2. Extension: A six-month extension is available but does not extend the tax payment deadline.

3. Payment deadline: The estate tax payment is due with the original filing deadline (nine months)—extensions

do NOT defer payment.

This tight timetable forces heirs to liquidate assets or come up with payment funds rapidly.

Strategies to Pay Estate Tax Without Selling Artwork Immediately

To avoid fire sale art, here are proven estate liquidity tools heirs and planners use:

Insurance products: Life insurance policies structured to provide liquidity at death.

Installment payment election (IRC Section 6166): Allows estates with significant business or farm assets to

pay tax in installments—but generally not available for art assets.
Estate liquidity reserves: Pre-arranged cash or liquid investments designated to pay tax.

Loans secured by art: Some specialized lenders provide loans secured by art, allowing time to sell under

favorable conditions rather than immediately.

Advance sales or estate planning sales: Selling art during life or gifting to heirs with basis step-up planning

can reduce estate tax exposure.

But none of these work without precise valuation and IRS-compliant appraisal documentation. The valuation sets

the baseline that determines how much tax must be paid and therefore how much liquidity to provide.

Key Takeaways to Avoid Forced Sales of Artwork

1.

Obtain qualified appraisals early: Work with specialized art appraisers knowledgeable about IRS standards

to confidently establish fair market value.

. Document everything carefully: Detailed, sworn appraisal reports minimize IRS challenges and potential

penalties.

. Understand the nine-month Form 706 timeline: Prepare liquidity well in advance to meet tax payment

deadlines.

. Explore liquidity strategies: Life insurance, loans, and financial reserves help pay estate taxes without

hurried sales.

. Consider expert review: IRS Art Appraisal Services and CAAP reviews mean your valuation will be scrutinized

— use this as motivation for thorough documentation.

. Plan for changing tax laws: With exemptions decreasing in 2026, more estates will be taxable, making

liquidity planning essential.

Conclusion

Artwork represents a unique and cherished asset class—both culturally and financially. Heirs want to preserve the

legacy without enduring the heartbreak of a fire sale. The key to avoiding forced sales lies in understanding and


https://fineartshippers.com/what-the-estate-tax-means-for-an-inherited-art-collection/

respecting IRS valuation rules, submitting qualified appraisals under oath, and securing sufficient estate liquidity

covering the nine-month filing and payment deadlines.

By engaging experienced appraisers, leveraging the knowledge of IRS art units, and planning for financial liquidity

ahead of time, heirs can confidently navigate estate tax obligations and protect treasured art collections for future

generations.
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