
For estates holding significant art collections, navigating the complexities of estate tax filing, valuation, and
payment can be daunting. With illiquid assets like artwork, fair market value assessment and timely tax payments
present unique challenges. One frequent question is whether the IRS offers a hardship extension under Internal
Revenue Code (IRC) Section 6161 for paying estate tax when assets are primarily art.

In this comprehensive guide, we’ll unpack:

Fair market value considerations and date-of-death valuation of art

Appraisal requirements, including qualified appraisals under oath for Form 706

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

Current estate tax exemptions, the 40% tax rate, and deadlines for Form 706 filing and tax payments

Options and limitations around IRC 6161 hardship extensions for liquidity challenges

Understanding Fair Market Value and Date-of-Death Valuation for Art
The cornerstone of estate tax calculation is determining the fair market value (FMV) of assets as of the date of the
decedent’s death. For artwork, this valuation is especially complex due to the lack of an active, transparent market
for many pieces.

FMV 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.

Challenges in Art Valuation:

Illiquidity: Art does not sell daily like stocks or real estate, so finding comparable sales can be tough.

Subjectivity: Condition, provenance, artist reputation, and market trends crucially affect value.

Date-of-death snapshot: Valuation must be based strictly on the market circumstances on the decedent’s
date of death, not later sales or trends.

Because of these complexities, the IRS insists on rigorous documentation and credible appraisals to ensure
accurate valuation and prevent under- or overreporting.

Appraisals and Documentation: The Role of Qualified Appraisals
When art assets push an estate’s total value over the federal filing threshold (currently $12.92 million for 2023;
projected fineartshippers.com to return to ~ $7.0 million in 2026), an estate tax return (Form 706) is required. This
form demands a detailed report of assets and their FMVs.

Per IRS rules and Treasury regulations, estates must submit a qualified appraisal for artwork where the value is
relevant to the estate tax calculation. A qualified appraisal is one that:
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1. Is conducted by a qualified appraiser meeting education and experience standards, as defined under IRC
Section 170(f)(11)(E)(ii).

2. Is provided on a date not more than 60 days before the date of contribution or exchange (for income tax) or
reasonably close to the date of death (for estate tax).

3. Includes a detailed description of the property, the appraiser’s qualifications, the valuation method used, and
signed under oath or penalty of perjury.

For art, qualified appraisals in the context of Form 706 must be:

Signed under penalty of perjury, certifying the appraisal’s accuracy and completeness.

Attached to the estate tax return or submitted promptly upon IRS request.

Importance of Under-Oath Certification

Unlike routine valuations, many taxpayers are unclear that the IRS expects an appraisal signed under oath in estate
tax contexts. This requirement ensures the IRS can rely on the declared value and reduces the risk of audits or
valuation disputes.

The IRS Art Appraisal Services Unit and Commissioner’s Art Advisory
Panel
High-value art often triggers IRS scrutiny. The IRS maintains specialized resources focused on fine art valuation:

IRS Art Appraisal Services Unit: This unit reviews appraisal submissions on returns such as Form 706. They
scrutinize valuation methodology, appraiser qualifications, and documentation.

Commissioner’s Art Advisory Panel: Established in 1992, this panel of independent, nationally recognized
art appraisers advises the IRS on valuation issues, particularly with complicated or very high-value works.

These teams help ensure that taxpayers’ appraisals conform to accepted standards and fair market value principles,
helping the IRS minimize estate tax abuse involving artwork.



Estate Tax Exemptions and the 40% Tax Rate: What to Know for 2026
and Beyond
Year Estate Tax Exemption Amount Federal Estate Tax Rate 2023 - 2025 $12.92 million per individual 40% 2026
(Projected) ~$7.0 million per individual 40%

The reduced exemption projected for 2026 means more estates will be subject to the estate tax and face complex
valuation involving artwork. Estates exceeding exemption amounts must file Form 706 within nine months of the
decedent’s death.

Form 706 Filing and Payment Timeline

Deadline: Nine months from date of death (with a six-month extension possible via Form 4768, but
importantly, this only extends the filing deadline, not the payment deadline).

Payment: Estate tax is generally due within the same nine-month timeframe.

Failure to pay the estate tax by the due date results in interest and penalties, making liquidity a critical concern for
estates with illiquid assets such as art.

Hardship Extensions Under IRC 6161: A Closer Look
IRC 6161 gives the IRS discretion to grant an extension of time to pay estate tax when the taxpayer shows:

Hardship: Inability to pay due to factors beyond the taxpayer’s control.

Good faith effort: Shows that the taxpayer is actively trying to pay the tax and is not intentionally delaying.

Effect on tax collection: The IRS believes no undue risk of substantial loss will occur during the extension.

These hardship extensions go beyond the automatic filing extension for Form 706 and can provide additional time
(up to 12 months or more in rare cases) to pay.

IRS Considerations for Artwork Holding Estates

Illiquidity of art presents a genuine hardship for estates facing significant tax bills. Selling high-value paintings,
sculptures, or collections can take months or years. Executors may need to locate specialized auction houses,
arrange shipping, and finalize sales while navigating legal and market conditions.

The IRS recognizes these challenges and may grant an IRC 6161 hardship extension if the executor:



Demonstrates a solid plan to monetize art assets.

Provides appraisals and evidence showing significant art holdings are tied up for sale.

Shows that the tax balance cannot be reasonably paid by the standard deadline.

Requests the extension before the nine-month payment deadline — or as soon as a hardship becomes
evident.

IMPORTANT: The IRS does not automatically grant hardship extensions for art due solely to illiquidity. They
evaluate each case individually, scrutinizing documentation and the taxpayer’s explanations.

How to Prepare and Request a Hardship Extension
Executors or estate representatives seeking an IRC 6161 hardship extension need a clearly orchestrated approach.

1. Gather documentation:

Qualified appraisals under oath for the artwork portfolio (attached to Form 706).

Estate inventory highlighting art assets and other illiquid holdings.

Evidence of attempts to raise liquidity: auction agreements, consignment contracts, or expert opinions on
sale timelines.

Financial statements showing estate cash flow challenges.

2. Prepare a formal written extension request:

Explain the hardship clearly — not just “illiquid art,” but steps taken and realistic timelines for conversion
to cash.

Provide projections on when payments could be made.

Offer to pay any amount currently feasible to reduce accruing interest and penalties.

3. File Form 4768 (Application for Extension of Time) to extend filing if needed.

4. Submit the hardship extension request early: Ideally before the nine-month payment deadline passes.

5. Keep communication channels open with the IRS: Promptly respond to IRS inquiries or requests for
additional information.



IRS Response and Negotiation

The IRS may grant partial payment extensions or impose a payment plan subject to interest. Executors should
anticipate that the IRS analyzes not only the stated hardship but also the estate’s overall ability to raise funds
through loans, sales of other assets, or family advances.

Estate Liquidity Problems and Paying Estate Tax Late: Key Risks
Failing to pay estate taxes timely without an approved extension results in:

Interest charges: Accrue daily on unpaid amounts from the filing deadline.

Penalties: Can be substantial, including failure-to-pay and failure-to-file penalties if both deadlines are
missed.

IRS liens and enforced collection: The IRS can place liens on estate assets, complicating sales or transfers.

Carefully planning ahead with credible appraisals, clear documentation, and early hardship extension requests can
mitigate these risks for estates heavily invested in art.

Summary and Takeaways
The IRS requires qualified appraisals under oath for estate tax reporting of artwork on Form 706.

Valuation of art must be at fair market value as of the date of death, often audited by IRS Art Appraisal
Services and the Commissioner’s Art Advisory Panel.

Estate tax filing deadline is nine months after death, with payment expected by then; extensions for filing do
not extend payment deadlines.

IRC 6161 hardship extensions for paying estate tax late may be available if art illiquidity causes genuine
hardship, but approval requires detailed documentation and a strong good-faith effort.

Proactive planning, including early appraisal, liquidity analysis, and formal requests, is essential in avoiding
costly penalties and interest on late estate tax payments.

Executors handling estates with valuable artworks should consult with experienced estate tax attorneys, appraisers,
and CPA professionals familiar with art valuation and IRS procedures to navigate this challenging process
successfully.


