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The drt Collector is also a taxpayer as is the art collector’s estate. Taxation plays a
significant role in the selling, giving, and bequeathing of fine art. A little planning can mitigate
the nasty bite of the tax collector and help preserve a collection for future generations. Also, the

effective use of gifting strategies can enhance the deduction for any charitable transfers.

Income Tax Considerations

The fine art collector is distinguished from the fine art creator under the tax law. Art
collectors who are not art creators fall under one of two designations with respect to a particular
piece of art: either the collector is a dealer or a collector. A taxpayer can be an art dealer with
respect to one piece of art and an art collector with respect to another. An art dealer is a person
who buys and sells art to the public. He or she holds the art principally for sale to customers in
the ordinary course of trade or business. Therefore, art is held as inventory and not as an
investment. The art dealer can also wear the hat of an art collector. He or she may have
segregated a particular work for personal use and investment. When an art dealer becomes a
collector with regard to a particular item of art, it is important that his or her collector’s status is
manifested in some way. Some suggested ways are holding and/or displaying the art works in a
different location than the place where the art is sold as a dealer. Another suggestion is to
purchase insurance on the work that is separate from the insurance that covers the art held
primarily for sale to customers in the ordinary course of a trade or business. When an art dealer
sells a work of art, he or she recognizes ordinary income and receives no special tax rate on any
gain. Because of his or her dealer status, more lenient treatment may be given for expenses, and
the character of the income may permit him or her to set up a qualified pension or profit-sharing
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plan to protect the income from the ravages of the alternative minimum tax. Losses by a dealer

from sales are ordinary losses and may create a net operating loss.

A fine art collector generally acquires art for his or her own account. The collector may
regularly sell some of the collection, but this is not the primary reason for the acquisition of the
art. When a piece of fine art is sold, any gain or loss is classified as capital gain or loss, and
may be subject to a reduced tax rate of 28% if the gain is long-term (arising from sales of art held
for more than 1 year). A fine art collector may find that the expenses with regard to the artwork
are less deductible because such expenses are not considered to be incurred in a trade or
business. If the deduction is allowed only for taxable income, the art collector may find that the

deduction is reduced and may be eliminated entirely for alternative minimum tax purposes.

An art collector who is also the creator of the art cannot sell the art and receive capital
gain treatment. This is also true of the art collector who receives a piece of art from the creator
as a gift. Only art that is purchased or received by bequest or inheritance can receive capital gain

treatment.

Gift Tax Considerations

Fine art can be gifted. A person who receives art by gift will generally take a tax basis
equal to the basis in the hands of the donor. A disposition by the donee will generally give rise
to a capital gain or loss as long as the donee is not a dealer and sells the art in his or her capacity
as a collector. However, if the art is received from the creator or from a person who also
received it from the creator as a gift, the donee will not receive capital gain or loss on a sale of
the artwork.

Charitable Contributions

Charitable contributions of fine art often give rise to planning strategies and pitfalls.
Most charitable contributions of artwork permit an income tax deduction equal to the object’s
fair market value. However, the following charitable contributions of artwork would limit the

deduction to the lesser of the art’s fair market value or its tax cost basis:









