Schroders

Due diligence in the art market
Schroders Wealth Management

July 2017

Some of our clients actively collect art or are very interested in art. We often hear in the
news that some work or other is considered to be stolen or of unclear origin. We
therefore asked the well-known Bern-based art expert and author Dr Franz-Josef
Sladeczek to give us some insight into due diligence principles in the art market from a

swiss point of view.
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The Federal Act on the International Transfer of
Cultural Property, which came into effect on 1 June
2005, set out new provisions on importing and
trading cultural property in Switzerland. This law also
heightened general awareness that art transactions
need to be processed with increased care.

Court rulings show that buyers are expected to
carefully research artworks before purchasing them.
Where does the work come from? What is its history
and what is its state of conservation? Is it definitely
authentic?

If you don't clarify these issues carefully, you run the
risk of buying a fake or perhaps even a stolen item.
The financial loss that buyers can thus incur is not
even the least of their problems.

The art business has long considered the detailed
documentation of art objects to be a crucial element
of art transactions. One expression crops up time and
again: "due diligence". Doing one’s "due diligence"
means assessing risk with the necessary caution. The
due diligence procedure was developed for company
acquisitions and is used above all where there is a
large information gap between the buyer and seller
of the company and the buyer needs additional
information before making a purchase decision.
Potential buyers usually draw up a due diligence list
of the points about which they want more
information.

A number of asset managers, legal representatives
and art consultants now also offer clients due
diligence checks prior to the acquisition of an
artwork. In the art sector, this normally comprises the
following:

Investigations into the authenticity of the artwork
on offer

— Research into the origin of the artwork

— Investigations into the trustworthiness and rights
of disposal of the offeror/seller (who is the true
owner?)

— Comparison with various Internet databases for
stolen or expropriated art objects (Art Loss
Register, Lost Art, Interpol etc.)

— Inspection of the current place of storage of the
artwork

— Inspection of the state of conservation of the
artwork

— Inspection of the import and export documents
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Many owners wishing to sell their artworks do not
realise what information needs to be available before
an art object can be offered on the market. This
applies in particular to owners who came into
possession of artworks unexpectedly, for example,
through inheritance, and those who do not have any
affinity with or knowledge of the market. It is
therefore advisable for them to first get their
research done before they sell. Investing in research
makes sense, as the more precisely the authenticity
and origin of an art object are documented, the
easier it is to sell - and this reflects in the price.

Generally we only hear about the due diligence duty
of the buyer and hardly ever about that of the seller.
Yet, it is in fact the seller who should be in possession
of the essential documents for an artwork. If these
are not available at the time of the purchase, a careful
buyer should steer clear of the work.

At Schroder & Co Bank AG we have an art advisory
service that helps our clients to build, maintain and
sell art collections.
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Schroders plc is a world-class asset manager operating from 41 offices in 27 countries across Europe, the Americas, Asia and the
Middle East with 4100 talented employees. The company manages CHF 522 billion (as at 31.03.17) on behalf of institutional and
retail investors, financial institutions, charities and hhqh-net-worth clients from around the world. The Wealth Management division
which includes Schroder & Co Bank AG in Switzerland accounts for approx. 10 percent of Schroders plc’s total business.

Schroders has developed under stable ownership for over 210 years and long-term thinking governs its approach to in-vesting,
building client relationships and growing business. Schroders has been listed on the London Stock Exchange since 1959 and is a
member of the FTSE 100.

In Switzerland, Schroders employs 230 Eeople and has approx. CHF 44.6 billion administered and cumulated assets (31.12.16).
Schroder & Co Bank AG holds a full banking license and, as a specialised Private Bank, focuses solely on the requirements of its
discerning clients and external asset managers.

Disclaimer

The content of this document is provided for informational purposes only and does not necessarily reflect the opinions of Schroder
& Co Bank AG. The information in this document may be changed at any time and without prior notice. No guarantee is given for its
currency or comﬁleteness. It does not constitute any form of advice or offer to conclude any type of transaction. Liability for
damages of any kind arising from the use of this information is expressly excluded.
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Customer service: We welcome feedback and enquiries on all our publications via feedback@schroders.com
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