DE TRUST CONFERENCE 2017

The Price is Right:

Managing Inherited Art and Other Collectibles within a Trust
|



Overall Market Growth

e Global Art market - S20 billion in 2003 to $S56 billion
in 2016

* Increase in total art sales of 60% between 2009 and
2013, despite financial crisis of 2008-2009

Figure 1. Christie's and Sotheby's auction sales {in millions US5) by category 2000-2015
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Presentation Notes
According to 2014 TEFAF Art Market Report 
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Art as an Asset Class

Art as an Alternative Asset Class, 1970 - 2014
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2016 Art Market Stats

* Sales at auction of works valued >51 M increased 73% 2006-2016

* Post War/Contemporary produced 52% of sales by value; Modern 43%

e Chinese auction totals increased to 34% vs US 32% vs UK 18% by value

e USstill in the lead for overall sales (see next slide)

* Dealers accounted for 57% of the art market trades; auction 43%, movement away from auction
* 41% of dealers’ sales made at Art Fairs

 Online sales $4.9 billion

e Auction sales $22.9 billion

e Dealer sales $32.5 billion



How to Protect Works of Art as Assets:
General Concerns for Protecting Works of Art

Proper handling, displaying and storage is critical to the preservation of art:
1. Environmental conditions (Temp/RH)
2. Air Quality
3. Exposure to light
4. Security
5. Handling
6. Shock/Vibration
7. Pests
8. Protection from hazards (water, fire, earthquakes, etc)

9. Collections Management



Environmental Conditions: Temperature and Relative Humidity

Type of Object Degrees in Farenheit

Paintings and Paper
45 - 55% 68 - 72°

Dimensional warping, dislocation of joints, splitting, breaking of fibers, delamination, loss of
Change surface material, cracking

Chemical corrosion of metals, fading of dyes, weeping or crizzling glass (clouding),
Reaction cystallization and movement of salts, disintegration and yellowing of paper

mold growth (RH 70% or above), bacteria




AIR QUALITY

LEIBERT HVAC
e PRECISION COOLING/HEATING
. o +/- 2 DEGREES
- e HUMIDITY CONTROLLED
o +/-3%RH
e CARBON FILTRATION
o Removes off-gassing and particulate



Exposure to Light; Maximum Exposure and UV Exposure

UV SPECTRA. oy M

No exposure to UV rays, via blocking/filtering

warping, dislocation of joints, splitting, breaking of fibers, delamination, loss of
surface material, cracking

corrosion of metals, fading of dyes, weeping or crizzling glass (clouding),
cystallization and movement of salts, disintegration and yellowing of paper

mold growth (RH 70% or above), bacteria




DELAWARE
FEATURES

:hanically and Technologically
Advanced

DOUBLE INTERLOCK
ACTION NITROGEN FILLED SPRINKLER SYSTEM

UV FILTERED 8-Foot CANDLE
LIGHTING
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BACK-UP GENERATOR







TRANSPORTATION
ENVIRONMENT & SECURITY

THE ULTIMATE CUSTOM EXPERIENCE
FEATURING

&

)|l GPS TRACKING
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SHOCK ABSORPTION

Proper Foam
Air Ride Vehicles
Proper Handling

Crated vs uncrated



DELAWARE FEATURES

VIEWING ROOM

FULL SPECTRUM LIGHTING WITH GALLERY ATMOSPHERE

\

P/



DELAWARE FEATURES

OPEN
STORAGE =

DESIGNED FOR THE COLLECTOR WHO HAS A FLUCTUATING
COLLECTION.

OPEN STORAGE ALLOWS FOR CONTINUED GROWTH AND ALL THE
SECURITY OF PRIVATE STORAGE.




WHAT MAKES A QUALITY ART SERVICES FIRM

KNOWLEDGE/EXPERTISE/EXPERIENCE

INSURANCE UNDERWRITERS VERIFICATION

INDUSTRY REFERENCE - MUSEUMS/CONSERVATORS
COMMITMENT TO QUALITY

CUSTOMER/ART - CENTERED APPROACH

ATTENTION TO DETAIL - EVERY PIECE IS CUSTOM/SEPARATE
ADHERENCE TO INTERNATIONAL/TSA STANDARDS

SERVICE STANDARDS



Using Art as an Asset - Tax Deferral (and other) Strategies

Private Museums

1031 Exchanges Art in trusts

Avoid sales and use tax

In 2014, Deloitte’s Art & Finance report stated that 76% of collectors acquire art and
collectibles for collecting purposes with an investment view, up from 53% in 2012
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1031 Exchange

Five requirements to qualify for a 1031 Exchange:

There must be an exchange using a qualified intermediary

The exchange must be of property that qualifies under IRC § 1031(a)

The replacement property must be of like-kind to the property relinquished

Both relinquished and replacement property must be held for productive use in a trade or
business or for investment

Exchange period 180 Days Maximum

Short-Term Collectible Capital Gains Tax Rates: Collectibles held less than one year are taxed at personal
income tax rates, just like short-term capital gains taxes on stocks or bonds.

Long-Term Collectible Capital Gains Tax Rates: Art and collectibles held one year or longer are taxed at 28

percent. Thus, if you bought a Cy Twombly for $100,000 in 1980 and sell it for 520,000,000 in 2015, you would
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owe $5,572,000 in capital gains taxes.



Art in Trusts

Frank Stella, Concentric Square,
1966
SOLD $4,000,000, 2014
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Sales and Use Tax

California
state use
tax =8.75%

Immediately shipped
Collectorin out of state (avoid
California Warhol, Dollar Sign in New York state use
New York $782,500 tax)

FORNIA REPUB

Jordan Schnitzer Museum of Art
Eugene, OR
0% use tax

Collector in
California
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Presentation Notes
Note: Elaine Wynne also used this tactic to avoid CA use tax for Three Studies of Lucien Freud by Bacon. 
Other states without use tax – Alaska, Delaware, Montana, New Hampshire 


Tax Break on Art

Francis Bacon, Three Studies of Lucian Freud
Purchased for $142 million
15 weeks at The Portland Art Museum vs. Private Residence in California
$11 million saving in California use taxes



Glenstone
Center Potomac, MD

Brant Foundation Art Study

Greenwich, CT

.........

The Broad Rubell Family Collection
Los Angeles, CA Miami, FL 21


Presenter
Presentation Notes
Top Left: Brant Foundation Art Study Center — founded 1996, more than $93 million in assets, according to 2012 tax return. gallery space inside a converted 1902 stone barn, just down the road from the Greenwich, CT estate of its creator, Peter Brant. There are no identifying signs for the center, whether at the turnoff on North Street, at the security gate or on the building itself, though the location is known to the art-world cognoscenti and celebrities who attend the twice-a-year gala openings, held at the private polo club next door that Mr. Brant also founded. Visits to the center itself are by appointment only. Operated by a nonprofit charitable foundation created and controlled by Mr. Brant, so tax-exempt.
Can deduct the full market value of any art, cash and stocks they donate, even when the museums are just a quick stroll from their living rooms.

Controversy over whether this is unfair tax break – many believe a clear public benefit should be a requirement. 

Top Right: Glenstone Museum, Potomac, MD: created by Mitchell Rales in 2006, occupies part of an old fox-hunting estate in Potomac behind a guardhouse and gate, separated from the Raleses’ home by a large duck pond.
He and his wife, Emily Wei Rales, have put together what is considered one of the world’s best collections of postwar art, with masterworks by Alberto Giacometti, Willem de Kooning and Jackson Pollock. The museum’s total assets, including art, are valued at more than $702 million, according to Glenstone’s 2012 tax return, the latest one publicly available.

A limited number of people, however, get the opportunity to see the art. Like the Brant art study center, Glenstone is open only a few days a week to small groups. Visitors must make reservations in advance and be accompanied by docents.

Whereas the Barnes had more than 285,000 visitors last year, and the Phillips received more than 180,000 in 2013, Glenstone had roughly 10,000 visitors from 2006 to 2013. The Raleses and museum officials declined to answer any questions about Glenstone.

Bottom Left: The Broad– LA. Opened 2015. 2,000 works by 200 artists, frequently change exhibits. Major patrons of LA museums and culture. Eli and Edythe Broad. General admission free. 


Bottom Right: Rubell Family Collection, Miami, FL: tens or hundreds of thousands of visitors every year, educational programs, advertisements, published catalogs 

The Hall Art Foundation, created by Andrew J. Hall. Locations in Vermont, Massachusetts, England and Germany. About 1,500 people have visited since the Vermont location, which is on Mr. Hall’s 19th-century farm and opened in fall 2013. According to its 2012 tax return, the foundation has $38 million in total assets.

Simply having public hours is not sufficient. The I.R.S. has issued rulings in the form of memorandums that specifically say that private operating foundations must have adequate signs and advertise.

Marcus S. Owens, a Washington lawyer who was formerly the director of the I.R.S.’s Exempt Organizations Division, said the agency also looks at whether a private art center is “physically adjacent to the owner’s home or office,” because that could signal that the art is still primarily for the benefit of the owner, rather than the public.

Museums - Many don’t specialize in the contemporary art that now attracts some of the highest prices at auction. Moreover, giving away an artwork means fully relinquishing power over a once-prized possession. 

Once a nonprofit foundation is set up, it can write off the cost of conserving, caring for and insuring the art, as well as designing and building exhibition and storage facilities. 





Planning Strategy: Art as Collateral

Purchase artwork

Raise cash to expand a business
Re-finance other debt

Avoid the taxes and transaction

costs associated with sale
Diversify wealth by investing in
other asset classes

Fund life events (e.g. divorce
settlement, estate taxes)
Supplement income
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QUESTIONS?

THANK YOU FOR ATTENDING THE DE TRUST CONFERENCE
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