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How Tax Retorm Will Make Divorce More Expensive

TAX, TAX REFORM, WEALTH MANAGEMENT
BY MICHAEL DARPINO

Divorcing couples are not likely to be found on the list of taxpayers who are happy
with the sweeping changes effected by The Tax Cuts and Jobs Act (the “Act”). For
certain couples who part ways by means of a divorce decree or separation agreement
made final in 2019 or thereafter, divorce will become a lot more expensive. This 1is
because, beginning next year, the Act eliminates the income tax deduction for
alimony payments that has been a part of the Internal Revenue Code for nearly 80
years.

Alimony, also known as “spousal support,” is an obligation imposed by the court upon
one spouse to continue to provide financial support to the other spouse following a
divorce or legal separation. Typically, the higher-earning spouse is ordered to make
payments to the lower-earning spouse for a prescribed period of time or until the
spouse remarries.

Under current law, a spouse who pays alimony (the “payor spouse”) may take an above-
the-line deduction equal to the amount of alimony paid, and the spouse who receives
the alimony (the “payee spouse”) includes the alimony in his or her income for the
year of receipt. Because of the income disparity between the spouses, this rule
often has the effect of shifting taxable income from a higher tax bracket to a lower
tax bracket. The net result is more money available to the divorcing spouses and
less money to the Internal Revenue Service.

Beginning next year, the playing field will change. For divorces and legal
separations effected after 2018, the payor spouse will no longer be entitled to a
deduction for alimony paid, and the payee spouse will no longer include the alimony
payments in income. The consequence is that income that would otherwise be taxed at
the payee spouse’s lower rate will now be taxed at the payor spouse’s higher rate,
thus diminishing the cash flow of the payor spouse. Although the payee spouse will
receive more favorable treatment under the new law, the spouses considered together
are usually better off under current rules.

Divorce can be complicated from a legal perspective and also from a tax perspective.
Taxpayers contemplating a divorce are well-advised to consult with a tax
professional as well as a divorce attorney to ensure the best possible outcome.

You’ve heard our thoughts... We'd like to hear yours

The Schneider Downs Our Thoughts On blog exists to create a dialogue on issues that are
important to organizations and individuals. While we enjoy sharing our ideas and insights, we’re
especially interested in what you may have to say. If you have a question or a comment about
this article — or any article from the Our Thoughts On blog — we hope you’ll share it with us.
After all, a dialogue is an exchange of ideas, and we’'d like to hear from you. Email us at
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contactSD@schneiderdowns.com.

Material discussed is meant for informational purposes only, and it is not to be construed as
investment, tax, or legal advice. Please note that individual situations can vary. Therefore,
this information should be relied upon when coordinated with individual professional advice.
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